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* MEDICAL EDUCATION FUNDING BY MEDICARE

' . MONDAY, OCTOBER 1, 1984

.-U.S. SgNaTE, |
SuBcoMMITTEE ON HEALTH,
' _ « CoMMITTEE ON FINANCE,
. . : - Washington, DC.
The committee met, pursuant to notice, at 2 p.m., in room SD-
215, Dirksen Senate Office* Building, Hon. David Durenberger
(chairman) presiding. . . .
. Present: Senator Durenberger. = .
{The press releases announcing the hearing, the opening state-
ment of Senator Durenberger, and a background paper prepared by
the committee sfaff fallow:] - o
[Proes Release No. 84-169]

@
BENATE FINANCE SUBCOMMITTEE ON_ HEALTH S8 HEARING ON MzDicaL EoucATioN
FUNDING BY THE MEDICARE PROGRAM

Senator Dave Durenberger (R., Minn.), Chairman of the Subcommittee on Health
of the Senate Committee on Finance, announced todsy that the subcommittee wiil
E:;d a hearing on the status of medical education funded under the Medicare pro- °

m, L]

The hearing will be held on Friday, September 21, beginning at 10 a.m. in Room
SD-215 of the Dirksen Senate Office Building.

In announcing the hearing Senator Durenberger noted that, “When the Congreas -
created the new prospective payment sysfem for inpatient hospital services* under
medicare, cost reimbursement was retained for medical education and capital.” In
doing so, however, the Congress indicated a clear intent to consider new payment
mechanisms for capital-related costs incurred after October of 1986. No such intent
was expressed or implied with respect to either direct or indirect medical education
costs. In fact, the so-called “medical education indirect cost pass-through” was not
only retained but doubled because of our concern that the current diagnosis-related
groups payment mechanism may not fully reflect the more. intensive cases, pre-
sumed to be attracted to this Nation’s teaching hospitals. The current method of
financing medical education costs under the medicare program may or may not be
the best or only way to do so. In fact, there is no intent off our part to accept the
status quo without question. Certainly, in fulfilling our oversight responsibility and,
in order to chart a course for "the futuve, it is important to undemtand how the
system is working. The purpose of this hearing is to do just that. The Subcommittee
would like to review the current, financing mechanism from tije standpoint of which
problems it has solved. it may have created. or it may have overlooked.

Senator Durenberger stated that the Sulcommittee is interested in hearing from
the Administration with respect to an overView of the current financing mechanism;
and the medical educstion community with respect to what they believe to be the
benefits and the problems with the present system and the objectives that will have
to be met no matter what the financing mechanism. The Subcommittee is not inter-
ested at this time in any new finaricing mechanism but rather as complete an un-
derstanding as is possible for the present cne. .

@
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EpucATiON Fufsnm(r BY THE MEDICARE PROGRAM

- L

SeNATR Finaner SuscoMsiTTsk oN Hrxarry RescHkpunes HEARING oN MEnicat

[Prees Relowse No. 54-169, Revised]

Senator Dave Durenberger (R., Minn.), Chairman of the Subcommittee on Health.
of the Senate ComMnittee on Finance announced today that the hearing which had
been scheduled for Friday, September 21, 1984 at 10:00 a.m. has been rescheduled.

The hearing will be held at 2 p.m. on Monday, October 1, 1984 in Room SD-215 of
the Dirksen Senate Office Bltilding. :

N ,
STATEMENT BY SENATOR DAvE DURENBERGER, CHAIRMAN OF HEALTH SUBCOMMITTRE

The Social Security Act Amendments of 1983, previded for radical reform in the
payment of hospityls under Part A of the Medicare Program. The new prospective
yment system W by the act was designed to phase-in over a 3-year period.

g;* the end of the p in, the Medicare rates for hospitals will be set according to -

a natiormal average payment per d.iagr'msis-relateﬁ grouping.

In recognition of the disparate locations and service and training mix for hospi-

tals, the Congress prbvided under the new scheme for urban and fural variations in
payment; pass-throughs for hospital incurred capital cests; and pass-through for the
direct costs allocated with graduate medical education and other clinical training
activities. An additiondl adjustment was allowed for the indirect costs of graduate
medical education incurred by teaching hospitals. - :

This adjustment for indirect medical.education expenses accounts for the high

‘ costs of teaching hoepitals due to factors such as a.sick patient load, a more elabo- .

rate and etgensive medical technolglg;cal. m&)acity. and those additional costs allo-
cated with the training of residents. The DR ?yﬁtem. used for Medicare prospective
payment, is relgtively insensitive to®everity of illness so this indirect expense iJin
part a présy for severity. As improved methods of establishirg severity-are devised,
these developments will be incorporated into the overall DRG payment system.
These refinements will make some portion of this indirect expense unnecessary. The
remainder of the adjustment, based on broad assumption, abou? the nature of teach-
ing hospitals, also requires close scrutiny.

, y .
ngress has get the end gf the phase-in period for prospective payment 2 years.

from today, as the deadline for setting in place a new methodology under which the
capital portion of hospital expense will be, paid by Medicare. Events now requires we
do the same with the Medicare fundigg fog the-direct and indirect expenses for
graduate medical education and other ciinical training activities. The hearing today

is a first step in that process.” |

Let me share with {‘ u several reasons why I belie&a;e the direct graduate medical '
, 88 we now know it, will be eliminated within 2 years, and -

education pass-throug
the indirect adjustment for medical education expenses will require refinément.

First, the pressure to reduce the Federal deficit combined with the impendin
bankruptcy of the Medicare trust fund demand and end to these types of open-end
subsidies. There are only three ways to reduce the costs of Medicare to the Federal
Treasury. These are to reduce payments for Medicare services to providers, to in-
crease cost sharing for Medicare beneficiaries, and to increase taxes-for all of us. 1
assure” you, before additional cost sharing is considered, the beneficiaries will place
great pressure on the Congress to eliminate subsidies psid both under part A and
part B to providers. . .

It is worth noting that Medicare covers only half of thé total health care costs of
the elderly and disabled, and we know from members of the Council of Feaching
Hospitals, the group of the largest teaching hospitals, that 70-percent of the support,
for the direct costs of residents came from patient care revenues. These two figures
will not be lost on these involved as the debate over cut-backs begins to intensify.

Second. traditionally, third-party payors have been willing to include graduate
medical education as justified expense in paying teaching hospitals. At the same

time, though, insurance plans placed no significant incentives for patients to seek or .

use lower cost medical facilities. Both these factors are changing in the current en-
vironment. ' .
In a competitive marl}etplace, third party payors and,ﬁrnative delivery systems
are less willing to pay for graduate medical education
bers away from the more expensive teaching institutions. = -~ ° .
These trends were illustrated for me at a tecent conference I attended in Minne-
apolis on the financing of graduate medical catien. A% one attendee, who heads &
major HMO in the Twin Cities put it, “They (the HMO's) want to purchase only
those services which directly benTt their patients.” It was obvious from his re-

.
3
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. murks and others we heard that the new environment is not supportive of the

.. status quo for gruduate medical education or teaching hospitals.

B It is important to stress in the developing health care environment, that it is not
only the HMO's and PPO's which wil} be placing the squeeze on teaching institu-
tions. The consumer will.begin to be®player, also. To cut costs, employers ure now

) . increaseing cost sharing for employees. This trend is likely to speed up as efforts in
the Congress contrive. next year to oap the burggoning tax subsidies, now over $30
billion provided for employee paid health insurance. As‘more of the costs of services
are covered by individuals, they will be lesgdprone to seek the services of high cost
teaching institutions.. . e -

. < All of this is not to say that either physician tmir‘ling or the unique set of tertiary
: - services provided by teaching hospitals is unnegessary. However, it does reflect the
. fact that Americans are going to lessPwilling to pay for either of these activities

from their premium dollar. Therefore, we now have a tough set of questions to

answer—who will tuke responsibility for gradyate medigal education, and how much
will we pay for it? - : . : : '
. Third, as we learned last Friday from our hearing, we have as of vet failed to
L resolve the}mugh questiorrof “responsibility” for our indigent health care problem.
¥ 9 It was pointed out at the hem-im;:1 thdt the courts are beginning to settle this issue
‘ for us. But, | feel strongly it is the Congress together with-the other governmental
units which must take the ‘‘responsibility” and set explicit palicies to assure access
to quality and cost-effective care for all Amqricans. | ’
The solution to financing care for the’ p&)r will greatly affect teaching hospitals
and the financing of graduate medical education. It should not be assumed as a
Kiven that as ﬁnuncinﬁ mechanisms. are arranged to fund the health care of the
* «. ¢ poor that they will either be encourpged or choose to-seek care in teaching hospi-
‘ ' tals. . : r
" The Association of American Medical Colleges (AAMC) in its testimony on Friday
., pointed out that the nonfederal Council of Teaching Hospital members incur 35 per-
cent of the bad debts and 47 percent, of the charity care for the Nstion’s community
hospitals. This level of commitment is laudable but it also fits with the need for
any of the ifistitutions to have teaching material for their student physicians. I
ave concerns about the provision of care for the poor and whether or not the {gacha
. ing hospital ds the best environment for. them to receive necessary services.
’ Wegheard on Friday from Dr. Janelle Goetcheus that the care in teaching hospi-
. tal»lfﬁ least for the poor—Ilacks continuity and is depersonalized. Evidence indi-
cates it is adso more costly. Today, we should learn more sbout these issues. .
Fourth, the deficit crunch we face nékt yéar will cause the Congress to reexamine
®rrent Federal priorities. Many cuts ar&}ikel . and this may mean reductions in
. . the Federal funding for undergraduate and graduate medical education.” :
This process may include such “sacred tows” as the Veterans' Adminfstratio
heaith expenditures. Currently, the Veterans’ Administration hospital system has
K000 full-time equivalent residency slots and 77 percent of the 172 VA_hospitals
have affiliation with medical schools. This significant commitment needs to be eval-
uated in light of the health needs of an aging veterans populgtion as well*as the
| constraints we face on Federal appropriations. Limited Veterans’ Administration
appropriatiens must be spent for the good of the beneficiaries first.
Along the same lines, the Federal commitment to funding training of the h@alth
rofession must also always be scrutinized. This year, Title VII of the Public Health
N Services Act is likely to be reauthorized at levels above the 1984 budget. The author-
izations are moderate but will need to be revisited next year as we consider overail
new policies on the financing of graduate medical édycation. - b
Fifthe I believe there i5 a growing concern about equity and faimness across our
health care syvstem. We see this concern o some extent between urban and rural
. . areas in the determination. of prospective payment rates for Medicare. It may
become further exacerbated by the Medicare waivers under which high cost States
have adopted status quo-otiented.all-payor systems. Under these waivers, the high
cost of graduate medical educati%r} brid care for the economically disadvantaged is
locked in for all payors including Medicare. ' . '

. It is not fair that the cost shift we have experienced in the past to fund graduate -

medical education and care for the poor be structured into the payment scheme for
all-payors States while in others the pressure of ¢othpetition ends this same shift.
Instead, we should have explicit (Government policies which enable appropriate
funding for graduate education and the econamically disadvantaged.

/ These are a few of the reasons we sre here discussing medical education today. | ‘

see a growing consensus that the direct and indirect subsidies for medical education
. have helped produce a substantial surplas of physicians. THis surplus has brought

{ . ]
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with it influted, economic returns to certain-specialtieg without solying many of our

problems of maldistributions of phynicix‘ms by specialtyind geography. ]
© The issue of financing gruduate medical education is definitely on the “‘front
Burner”. The Department of Health and Haman Services has contracted. with

Arthur Young to do a major analysis of graduate medical education costs. This
study. due this fall, is {ate but we should begin to get preliminary results over the.
next 12 months. The Commonwealth Fund has commissioned a set of thought

papers’ on graduate medical education and the cost of tedching hospitals. These

papers should be completed early next year and will provide an important resource.

Finally, and most importantly, the AAMC has appointed a’committew to reexamine

~ the policy of the academic medicaftommunity for financiiig graduate medical edu-
¢ation. I look forward to the options which this committee will present.

The hearing today will provide us with important background on medioal educa-

tion. A second hearing will focus on medical education from the point of view of its

various types of consumers or those who Penefit; the students, the community hospi-

tals, the teaching hospitals, and the patients. It will also examine the issue of physi-
cian distribution by specialty and location. A third hearing will examine options for
establishing explicit responsibility for the financing of graduate medical education
.and other clinical training as well as define the federal role in the financing of
these activities. . » .- '
I appreciate our witnesses taking time to be with us today and look forward to
learning from their testimony. -
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The Subge-i:tcc on Health, Benate C&-i:tn on Finance, has schaduled o

hearing on Monday, October [, 18R, on the finaacing .of wadical sducation coste ~

-

. ~ .
uadar the madicare progras. This document has bdean prepared to assier you in
A}

.
’

reviawing: | : . . .

—The nsture of heslth educetion sctivities snd the role of teaching
he-pxuh in medicel educetion, fncluding :hc nnocutcd comts and
‘sad curreal sources of fimanciag; .

—~Medicare's historical and curreat polmxu for making pty-mn :o
hospitals for the costs of €ducation dctivities; and; -

~~Key issues that hav‘ ‘been raised conceraing curnn: and, future '
financing for medical educatioa activities. :
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e BACKGROUND -

% A [

Health educatien programs for fhe training of physicians, nursee and ailied

heaith personnel combine classtoom training and learning through "hands od"
. N

. . : . . . o, e
exparidnce. (lassroom training is generaily conducted in & university setting

and the "hands on" or cliaical training is generally hospitai-based., -
Co&:enporary medical edf;a:ion (the training of phylici;n:) generally ine

cludes the completion of four years of medicsl school and a r;lidcn:yApfanrli

lasting three ykars or more. Most of the undergraduate trairing of physicians

is condysted in the classroow at the medical school. Clidical educstion at

. &

- ' .
this stage is primarily in‘che form of hospital-based clerkahips, which igtro- #
T .

ducg students to clinical medicine in the various Iptcilltil‘.’ The traditional !

, [ .

sedical lchc;l curriculus requires third-year -’dical students to spend a fixed
amount of rime under the supervision of flcglty and residents in the basic ‘
specigity areas which typically include internal Ledicinc, surgery, obstetrics/
gyneco&ogy,‘psychilzry, an& pedisgtrics. The {Furc?~yelr student takes pri-

marily élective cleykships, which provide.either additional sxposure to the

basic specialties or introductions to othar spacialties.

Gemerally, the graduste educatioco of physicians takes place in hospitals

‘through residency prograss, although a few residencies such as preventive . .
. . + O . L e
medicine snd occupational health are based primarily outside the hospitsl .
-
and family practice programs emphasize ambulatorv care more than inpu:ient!
- LI ’
vare. ) -
Nursing education has evolved frowm what was once primarily three years of
hospital-based training to several curricula which ace becoming more closely
‘ L 4
N
) a
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.ﬁfililg'd vith or sponsored by colleges or universities. While the classroos
trafoing is oow mors liklly to be in & collsge or university, hospitals remsinp

the primery sites for Cthe undcrgrndun:e clinicll :rain:ng of nurses, whethat
enrclled fn associste of baccalaureate degree or hospital-based dipluln pro-

grans.
.

Training for most allied health occupations (e.g., dietitians, physical

therapists, epeech ologists, ladboratory technicisns, efc.) follows the

same general motiel: two or more years of classroom training is & univarsity

or specialty school, followed by practical trsining in the hospitsl. .

The principal focus of this background psper w{ll be graduste medfcal edu-
catfion (the training of physicians i{n hespital rnlid.ncyvprogrnll) bnclul: the
ovarvhalaing sajority of thu costs of hlll:h cduca:ton activities {n ho-pi:nl- ’
are nccoun:cd for dy such programs. In Widition, very little dats exist on che

costs to hospitais of nursing and allied haslth programs..

Discussion, of Medical Education in Hospitals

¢

Characteristics of Teaching Hospitals ' .

Clinical training for doth ungergraduste and graduate health manpower ed-
: *

ucation in this country is generally conducted in the nhospitsl serting. Howaver,
L ]

only & minort®y of hospitals offer tesaching prcsrlu; and those that do vary con-,
sideradly in terms of the size and diversity of their teaching prograin. Tesch~
ing hospitals xay have programs for the trsining of physicisns (generally called

~

- . .,
graguate medical education, conducted through residency programs), nurses, or
) a4

*such allied health personnel as dietitians, emesgency medical technicians,

occupational theraptsts, and physical theeapists.

. L

.
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. dnunitxcn- ot nn:hxu ‘hospital used. Apéfonntelkl.mc hospitais (18 percent)’
. - . [ o

" ferent from the singls purpose non—t

ships tnr cv :dﬁm: of :udu:; lodicd q:lncs:ien. At one sxtrgmas, & frsc—

.. standiag rnuney prograa may be nnhlnhtd. scaffad, and :m:roucd by an

:wuum h«pttd. At thq other u:ﬂu, a undcmy prqru may br affcnd

.

n:r--u is » nricty of ho:pi:d-ldmﬂ -Ehoci nh:innlhspt.
* *

~The m-r of :nehixu holp{nh in this coun:ry vnrhs depcnding on the

-

£, .. . ¢ .
perticipate in lét least énn‘rutdnxg progrn. « Ovar 1‘,000 of thess hupluh are

Ba-piuh sud medical Qchoah huc dnclepcd unrajdtttoun: celation-

»

“abyts n«uul achdol thraugh One or sors afuu.ud" hospitalp. Between these -

L)

'

iffusn’.(n:n sedical schodls. Appm:xuuly ﬂoc.of thesa- teachidg hcspiuh

:

n}: the rl*quu--ntl Ear n-b-uhtp ig tha Coumcil of h.chlng Haspxuls {COTH)

of the Astoctiation of American Medical Gollcgu. which fnclude spon:onhim of

u Lm: fours approved residemcy ptqr-c 1f v me—ndutan for I@Qr:h&p

by an accredited medical schoaol with wmcn the xmspuu ‘ts :mmﬂ'&. Although

* -

tdata gstherad by COTN from its u-hnn fa:uul en hospitals et:b ujcx- cnc\in’g

prograsg and understste® the nusbar and variety cf :uchtns hq-piuu ia the
country, 11::1- other d.u ntmun teaching hospitals c:iu.
Major teaching hospitals are generally comitted <o at least three dis-

tinct objectives: providing patient cnre: training health prafcuiomh, and

canducting clinical resesarch. The interrslationship of these three \fac:;vl_:iu )

vithin the teaching hospital crestes an institutfon which is in many ways dff-
ing hospital. This intacrelationship

also makes {t difftculr tq geparate the activiries and costs of medical educa-
A Y . . .

-
.
N +

[

3

1/. That is, those accredited atm’iccudiuuan Council for Graduate

Medical Eduuuan or by ths Residency Review Co—inu for the specific clintesl

specislty. ' N

Q R
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According tao 1980 Coua:i.l qf Tesihing Hbspitals' (COTH) data og 1:- menbar
hospitals, njor teaching hupitch»hll the following cmrmnru:ku :hoy
vers sponsored by non-profit corporations, they nr-fulproporuomtdy conceny
trated in the Northesst region of the countcy, over 7§ percent waras lo:g'.:cd tn

& -
sstropolican areas having at least a2 half millifon population, they wers- genarally

" larga hospitals (75 percent had ovar 400 heds), and om averags they ewployed

: j)
gv;r fiva cimes the nusber of full-time aquivalear parsonnael esployed {n son~
. v .

-uhcr m-pun-. -

In terms of service cnucuristiu. :uchtng heupiuls prmr,‘.dsd a -Idc
range of hosﬁinl sarvices, uny of ulﬁc& {such as burn care waits, organ hnu‘,
and bpen heart .surgery) are typically .uxmvnnahh in non:iachiu cnn.uu'ity
hospitals. 'ha.:hiq hospitsls elso cared for 2 large mumber of poor persons
(COTH members had 1% percant of :hc Natfon's ‘short stay b«u but 23S pnrccnt o!

2o
cerm {adic:ld ul:tnicm) and had an above average share of paf.unt bad dedt

- 3

and charity care {(bad dedt and chctt:y care wars 9.4 parcent of patient rave-

nuss in COTH sember hospitals co‘pircd to 5.1 percent in non—COTH hosbitals).
[y . P

‘. Measwriog the Cost of Medfcal Educatfon tnm Hospitsls
: Y

v -

Tesching hospitals incur certatn direct and_indirect coars resulting from

thair educational activivies. The direct costs {those df.x’l::ly related to the . .
teaching activity) {pclude u‘lnriu and fringe benefits for faculty, res{dents
and interns, and support staff; conference and classrcos space within the hgl-
pital (together with any overhaad costs for nln:nmn:n and u:iucuq); and
additfonal equipment and suppliesé Thuc direct costs sre generally identiffi-

able and npaubu by accounting n:hodn from the costs of p::inn:\tno in thn

L hospital. The essiss® sducetional costs to ident{fy are the ltipend: and b.n.-

Vs
fits patd to graduate acdiclf aducation traineeas (interns and residents). The



‘average ssount :h-: . CGTH sanber i\olptni lpmc on resident ntpcnd- snd bqu-

fics fa 1932-1983 vas s}& willipa, or Apprmmu.\y.ﬁ percent ©f the average

!

teaching hospi é«f‘: totsl budgec.

. - o
” *n addition to the direct costs of medical sducation, ths presence of K
. -

@q-f -
us:hin;g activities can Lnﬁirugiy affect & hﬁupi:d's costs. Thesa indirker

casts cs‘n srise fros reduced prodpetiviey {n. pecient ‘sarvice departments (e.x., .

VAR N

« treatmsnt takes iouer‘, demands oq other staff are gresater), {ncressad overhead -~
- for such activities as the kaeeping of -ndicnl racords, incrgassd complexity

"of hospital msanagement, and the tendfidcy of :‘uid-n:n to ptwidc u0re servicas .

\‘nd to conduct more tests than nu stricely ncnli‘:y for pu:un: uu alone, - .

»

It is very difficult to separate out: and quantify the mdi.uc: costs of
medicsl education in tclching-holpn'lu beac ause patients are bafng treatsd
snd students are deing trained through the same petient care activities. Costs

for inpatient care or for particular dervices are gt‘ncrtlljr higher {n teaching
A

hoepitals than {n non-teaching hospitals. Simple gost compgrisons, for exesple, ’

show that fa 198’}, the sverage cost of care {n COTH hospitals was §3,281 per

L)

sd justed sdwmfesion, nurh; twice as high as the uingc‘ of ‘81,683 in non—teaching )

hospitals, for & difference of $1,5% par adjustad sdmission. BRased on thesa " . y
& - H

svarages, (f direct costs of madical sducation sccount for roughly 5 parceat

cof total costs i{n teaching hospitals, then direct tesching costs cannot explain
more thaa 10 parcent of the di{fferecce in overall caosts' per unit. Nowaver, thess

simple cast compariscns do not ansver tha quastioh of how much of the remafning ~ ‘
E differance is due to the indirect costs of tasching or to other factors such as
. . .

- " .
a8 cese ~load which includu sicker patientcs, more alaborate and expensive medi-

cal technology, higher p:icu for lador and lnppliu. or patrhaps llu .’ff;c;m:

operation. Thus, slthough studies have been adle to f.mhu the direct costs of

| . ¢ ) R

*
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taaching activity, the fndirect cost gfgesaching activity has proves difficule e
. . ¢ '
to escimsce vith precisidn. : ;!
&

Some studies havs mn;nqd that .ino‘tnc: costs may be quite large. For

exsmple, {n 2 1983 pilot study comducted by Arthur Young snd Folicy Analysis,

£

. ¢ . )
Inc., total costs per Ad-uuon (sxcluding direct costs of madical sducation}*®

-

r

* » were analyzed for indhidu.ﬁ patients in four Qiaghosis Relatad Groups (:vq
i
- madygal Jand two’ -ur;&cal cs:qcucs) £at seven nchfng and two non-teaching
{

*  hospitals. The la&l)’lil tadicated that, on average, ‘total conu per adutssfon
N ‘
were more than 60 percent higher in the ﬁuchin; hospitals 4%an {n che non-

o . ) 8
teaching hospicels. Moet of the obsarved differsnce {n cost 'un nt:thuud to

+ differences in the use of ancillary tests and procedures. Further Anslylil nf
a subsét of pa:tinu for whoe uvnri:y of :‘iluu had besn seasured indics:-é.

hovever, that scwe portion {but not pll) of the diffarance may be sttriducadle

- - .
. , to differences 1:; sqverity of illness. Other studies have shown & wtdc,gangc
of results. s&c ate mu;hly comparable to the A::h)/r/feung l:u&y while o:xurl

lhau uimu ao duhroma dua to tesching activity (gfur con:mutu for saver-~

{ty of {llness di{fferances). Due to the Ihintﬁanl of :ha availadis studise,

tiowever, the size of indirect costs remaine unclesr. ®
. . \

Sources of Financing for Heslth Education

Fatient care revanues are the prifiary source of support for Both plticn:

care and educstion programs in teaclhing hospitals. For example, mcordzr& to -

.

the 1983 COTH Survey af. House Staff Stipends, Banefits, and Funding, patient
cars revenues (incxuding sed{care's payments) pmvidcd 7% percent of the support

1 "~ Eor the dxnc: costs gf resident l:ipcnd: and bencﬂu. Other sources included

4

7/ the Veteraus Adwinistrstion (17 percant); s:n:o appropruuem (5 percant);

*ucdica& schools (2 ‘percent); sunicipal approprietions (1 w‘c:n:); and other

. ‘ LI ]

\)‘“ .‘_ I 16
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saurceg including phrtieicﬂ fees, NIR, Federal ageacies, granta and volunteers,

aad sadowssnts (5 pcr:o?:). . A ’ '

i{a recent yanu,\m-:icns have been rajead concerning the dlitubtltty

]
of using patf{ant care r_cvnnuu to support hospital-basad :,u_ntcal aducation.

The chird-pnty puyau for medical-cére (for nmplc, mpdicars, -dic:xd Sigye
&
Crasg, nd co-nm ux fm:utpu) have been und:r tr-:adau-pnuuro to control

~

rising hnl:h cate expanditures. Mthou‘n :hn ndiun prognl h curr‘n:ly

S _comifrred o pnyin; for aedtcal Qducnion eao:- inxcomtiqn with its payments

for paun: care, other thud-pn-:y piycri do not u'umrﬂ.y have duch comhit-
-~ Ty .

sancs. Son- Stige. -sdkntd prn:tm md some_ Blua Croes plans dinlloﬁ or dn-
comat cctnxn dml:iam upnm (lu:h gn n-idout o:lpcndl or tuching physi~
K

XY

cians' nhﬂu) when nif-hunxn; h«piuhjﬂ pg:un: cars. -
.. \ . L )
In addition to direct medical education puppert to hodpstala through 'pa-

.

tient care revenuss, the Fgderal cmurni.\n: nl::o prnvxdoi financ tal suppert for

.bln'lth education through grants ta l_od}:ii and nursing schqols iy direct dtudent

Lt hl ]

]

assiftance ino th:/ form of loags, lc‘qa-guau‘n_':nn; and scholsrships. G_Ii.;Mn the
Department of Health ’lmi"mun s.nf'icut", such support {iciudes programa for Health
th‘ulcn-#!duc:uon {Title Vu'af ﬁh. Publfc H;llﬂk S:w;cc\t‘c:) Nurse Tnmiu
(Title VIII of thc Puhuc Heaslch s::ﬁ:q Act) . and the Natiomal Hcy:h Service
Carp: {NHSC) and NHSC Scholarship prograw. N

A4

Health Professiona Education

Title VII of the Fudlic Health S‘cr;vicl Act authorizes Y;d;rgl

support €for haalth professions aducation at edhools q‘t sedfcine, e;:mpnt?ay‘,

v
t

dentistry, vetertnary madicine, op try, podiatry, pharmacy, pudlic health,
B « - N :

[N - ,

stiod. Under this suthority, two .

apd for programs of heelth care sdsint

ERIC | s
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kinds of sesistance have been provided—institutional support for healtdh pro~
fesaiona schools and student assistance in the form of loans, losn gusrantaes,
L ] R . +

_ snd ochohnMpc for studes’ts enrolled at these schogls. For the past several

years, obasarvers ha;c noted :h- mccen vhich these progrus have had ia in-
cr;a:tg onrellnn:njc haalth prohnioﬂl ncbooh, {0 {ncreasiog the -upply
of health profesgfonals pmvidtng dnu in thl N-uion, md in ilptavins the geo-
gr-phi: d‘u:rihuuan ef h,-l.:h personnel throughout the country. As"a result of
this succews, and forecasts that tha H-auon will have & surplua q.! physicians

. 18 the near future, sggregate funding for ‘titls VII programs has decteased in
L)

recent years. In addition, svailable Fedaral -u-ppor: has bean E-di:-ﬁ:’d avay
- from gensral suh:ndiu for the :rainirt; of ph)llicilﬂlfnd other ‘hnlth.(pro—'
fassionals (capitatibn grants) awarded to schodls on tha baasts of the number
of students snrolled at -crg-ooh, and targeted toward educatfonal programs which

are i{ntended to sddress spacific prodlems such as the geographic and specislity
maldistributfon of health personnel. The FY 1984 budget level for this program:

{s §12% wiilton. ) . . ’

Nurse Training <

: 1
Nurse training programs suthorized under titie VIII of the Public

«
Heglth Service Act have proﬂdod Fadaral :uppcrt for nursing schools &nd studeats
shace 1964. Congress consolidated and expanded progracs of nursing suppart in
response o pertaived shortages at‘ pr?hutom}. nurses fn the country. Th.
nurse training authority of title VIII has provided institutional support for

nursing schools and financial asgistance for nursing students. Since the es-

tablishment of tttle VIIY asuthority, the supply of registered nurses has i{n-

creased from 550,000 to about 1,600,000. Mafntatining that these incresses have

resulted in a current snd projected supply adequats to meet nstionwide haslth

a

N : & ‘ . -
- i
©41-175 0 - 85 - 2 | \ 18

'
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care needs, recent administrations have sought tc® reduce Pederal support for

mn'l(l :Pttnxn;.‘ FY 1984 funding for aurse (rafning programs is 542 milifon.
» ' . .

. . . ’ . R [
K -
Natiooal Health Service éoth : »

] . +

n
.

In 19?2 P L. 92~585% lu:ho(t:p:hc Natfonal Health Service Carpn -
{NHSC) tb be naff«d by officars e-f the Publ’ic Health Service lnd other person-
nel as raquired by the Secretary of Health and Human Services.. The Corps vas
I estadblighed to ptwidn_ heslth care services to pctm;u resfiding ino heslch man~
‘pour sfm:uu aress through the placesent in these aress of health profes~
sionals and healch care fesources. As of Decemdidr 31, 1983, DHHS had designated
2,180 primary health care shertage .:n.n, 98? dectal shortage sreas, and 273
visien care shortage aress. P.L. 92-58%5 'Alm n.ubushad & NNSC scholarship

progras to ‘obtain ?;‘llth professionals for pllcliln: {n health msapower short~ »
. : . -
’ age areas, Under this prograsx, health professions studehts agres to serve in a
Weajth sanpowver shornge ares \‘In:urn for scholarship and stipend support.
The scholnuhip recipient {s required to fulfill huﬂtcc obligacion through
s the full-time clinical practice of hix _prahnmn -nhsr as a commissioned
. officar fn the Regular or Re;u‘ve Corps of the Px;bu: Hn:lgh Service (after 1
» find{ng that he or she {s gualified) or as a ‘cﬁrilxm mesb'ir.ef the Corps, or,

PR L

at the discretion of the individual, tn private practiice in a designated heslth

manpower shortage area. The FY 1984 budget {ncludas $91 sfllfon for the MISC K

-

and, §6.3 stllion for NHSC scholarships. .
. .
t
4
7
& " N
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?
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Nedscark's Faymente.for Medical Education Costs fn Hospifals '

.
.-

» Ad
Since its f{nception, the medicars program has recoguoized fn {tg principles

- ) i ,
of coat refibursement certain cxpcnn‘t associated with, the operation of approved
Al ‘ ~

sedical education programws in hospitsls. ' Although not raquired by law, con-

%
gressional {ntent fndicatsd chat the medicsare progrim should pay {ts share of
a . ’
the nst cost of sducationfactivities conducted {n heaptitals untf{l the com-
- 2 N N

.

Bunity undertakes to cover these costs in some other way:
ty .

Many hospitals angege {n substantisl edugutionsl activitfes, ¢
including the training of medical- studefits, internship and resi-
dency programs, the training of nurses, and the training of
varfous paramedical persoanal. Educational sctivities enhance
the quality of care i{n an f{ostiterfon, and it s intended, until

\ the commumity undertakes to bear such sducation coets if sone *
other way, that a4 part of the net cost of such activitias { {nclud-
ing stipends of trafness as well as compensation of teschers and

§ . othar cosce) should ba considered ‘as au slement in the cost of
patient care, to0 be borne to an appiopriates extsnt by the hoapi-
tal insurance program. 2/ ;! .

Medicare regulations (CFR, Title 42, Sec. 405.421) indicate that a pro-

e
vtdnr'-‘(-.g.,‘n'm-pttnl'-) nllowdbk costs for purposes of medicara ceimburse—

Went may include the net cost of approved sducational activities. Net cost is
. i
defined as a provider's total direct and overhead coscas of approved educatiogal
. : . . 4 ’ .

activitins (1m1udi?g trainee stipends, compensation of :-u.chou, and other

direct and overhead costs), minus revsnues the provider receives from tuftion

" and from grants Ind%nnltionr deafignated for the educational activiti{es. How

ever, for cost ripor:ing periods beginning on or after Jdnuary 1, 1978, grants

-

. L

’ \ .
2/ U.s. Congress. nate. Social Security Amendments of 1965. Report
o{ the Committee on Finafice to Accompany H.R. 6675 to Provide a Yospital Insur-
ance Profram for the Aged . . . . June 30, 1965, Washington, U,S5. Govt. Print.

0ff,, 1965. (89th Cong., ‘fs‘; Sass. Senste Rept. No. 404, Part 1), p. 36,

Aruitoxt provided by Eic: .
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and dnn;ﬁonn designated for internship and residency pmgrun in family medi-

:inc: ;incul internal medicine, and gageral pedlatrice are not dedwted {n
calculagsng net Coeta, . L
’ ~ * -

K} ~
Approved education activities are defined by regulation as formally argan-

. \,
fzed or planned programs of study usually engsged fn by providers ig ordes to \

erhance :h- quali:y of patient care.fig an fnstitition. These activities sust

be ucmud vhera required by State law; vhere liceasing {s not required, the
{nsticution must Teceive approval from the recognized natfonal professicnal

. ) R
orgsaisation for the particular activity. Approved programs ipclude sedical,

ostaopathic, dental, and pcdh:fy interashipe and residency programs Qnd rac og-

nized nursing and allied hesith education and trainfag prograns which include:

cytotechnology, di;:cuc interhships, hospital administration residencies, in-
halation therapy, medical records, medical technology, nurse mc':thnugls. pro-

fedsional nursing, practical nm'-nng. occup&:ibml thecapy, pharmacy residen-

+

cles, ph{nicax:ghcn{:y] and x-ray technology.

.

- .

v

_Fayment Under Cost-Based Reimbursement

-

when the nadiéan program hegsan {n 1966, med{care paid for {ts propor—

tian;nl sm::c of a hospital's direct medical cdusnim costs together with ather
allowadble costs under l.d-ic.rc'l cost-based mathod of reimbursement. Over the
Years, ss the medicare progras began to establish limits on the amounts it paid
to hospitale, the coets of m:dicnlgducqtian received special consideration.
Uku:horizy contained in Section 223 of the Soc izl Security Amendoents
of 1972, :f; Department of Health, Fduc#cion and Welfare began in 1974 to estab-
1ish annual cost 1Imits on relmdursement of certain routine hospital op:u:i‘ng
costs. The Muu of hospitals with significant medfcal education sctivi-

ties were recognized By the medicare program {n the late 1970e¢ when an exception

- N »

-



s

activities exceadsd. the norm.

- &

\
. .

LXplicic gllowance was made for medical educstion costs, effective with

hospital .cout Taporeing pq:\il_)sl which hqaﬂ July 1, 1979, vhen the direct costs

of approved medical education progrims, wers ekcluded from the costs subfect to

the -ndi‘carn‘holpiul.cou: limtts. Yhe direct sadical sducation costs warae

o «

“axcluded 80 ghat the basfs on which the cost limits were sappliad m-nuhln;

: _and

. [CQI:

non-teaching hospitals woyld be comparable. )

-

Qn qux .l. 1980, the Dcp:l’r:uq: proposed that a new ldjul't-nt for the
: \

tndigect costs of madical sducation prograss be made to madicare's hospital

¥

lisits. The proposed vegulatioos etsted that:

Gansrally, hospitals with approved graduata &cal aduca-
tion prograss incur higher per diem opsrating costs than non~tesch-
ing hospitals of. sim{lar bad size and geographic location « o . o |
We beliave these increases in per diam cost occur "becauas the pro-
visiom of graduate {cal sducation causes increases in certain
typas of costs that sre anly {ndtrectly related to educstion pro-
grmms. . . . To prevent a disproportionate nusber of tesching
hospitals from being adversely sffected by the li{mf{ts, we have, in
the proposed schedyle, provided sn automatic adjustsent for the
coets generated by approved medical education programs. Basad on
the dats we usad to derive the proposad limita, wve have estimated ¢
that a hoapital’s general fopstient routf{ne operating costs may
be axpected to {ncressa by & factor of .047 (4.7 percent) for aach
increase of .1 (above zero) fn the ratic of tce full-cime aquivalent
(FIE) insernﬁnd residents (in approved programs) to 1its nusber of
bads. 13/

It should be nocad that the proposed ugul-:{onn stated that to obtain

this adjustmant, & teaching hospital would not bé reaquived to {dentify expli-

citly the costs for which the adjustment wvas being =ade. Instead, the hospital

would be reaquired to raport only {ts number of full-time equivalent {ntérns and

Fesidants in approved programs which, together with the hospital’s bad stza,

would be used to compute the percentaga by which the hospital's refnbursenent

~
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3/ TFaderal Regfster, April 1, 1980, p, 21584.
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to these hospital cost liwics was elldwed for hospitals vhose costs of aducation .
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limtt would be increased. This ncé‘ic'cl -du)cgttnn adjustment, whigh lgter became

+

knowo as the {ndirect -cdiénl education adfustment, became wffective for

hospital-cost reporting pariods whic) began on July'l, 1980,

The Tax Equity and Fiscal Responsibility Ace of {982 (P.L. 97-248, knmm

y\
&8 ﬂ.rn) sade certain changes in the hn:pinl cost limits, 1ncludina; expansiok
’

of the 1 ts to cover total tnpuunn operating tosts (not jult ‘routins costs) .
v
80 that ancillary and special care unit costs_ wers now {ncluded under the

.

Timtcs. Because of this change, the h;npi:nl cost liatts which Dﬂﬂstuuh}.uhad
effective for hospital cost nportxég pariods beginning on pct'é{-r 1, 1983, 1in-
c¢luded an increase ;n the percentage awount of the indirect medical swucstion
adjustment from 4.7 percent to 6§.06 percest. N .

TEFRA also created s new ceiling on the nnonbu\umgal ratg of fncrease _
in opersting comts par case for inpatient hospital sarvices. As vi‘t‘h the 'hol-

pltal cost limfts, the hospital costs subjkt to these new rate-of-{mcreaza

lmits excluded the direct costs of approved health education prograas.,

Payment Under the Progpective Fiymant Systes

Title VI of the Social Security Amendments of 1983 (P.L. 98-21) estadb-
itshed & new method of hospital payment by the medicare program, known as the

Prospective Payment Systas (PPS). Effective for hospital cost reporting periods

that began October 1, 1983, the medicare program has been paying hospitsls, with

}

dertain excaptions, Becording to predetermined rates for each of 468 Diagnosis
]

Related Groups (DRGs), rathar than on a cost basis. The prospactive payment €.

legislation and rlg‘ulltianl, howaver, continue to provide for special trestment

of direct and indirect medical education costs. *

~
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"t ™ Direct Medfcal sducuégn Costs Under PPS '
. ! . The direct costs of sedical educacion in hospi™ls are excluded Y

law from the prospective payment aystea snd are paid for ssparately on the -
o .
baais of rassonable coats. In its December 1982 report.te Congress p:‘n_p-éling‘*

& hpepital prospective paymant system for medicara, the Departmant favdred

.

axcluding the direct costs of lpprm::’& ssdical education programs frdm the

prospective ratas and sef{mdursing thea on ‘thf' basis of resscnsble coats. As

stated {n the report: “This approach will assure that the basa rate fs relaced

- . ¢

. . »

fo & .pattent care gutcome and not significantly {nfluencsd by-factors whose

efistence is raally buq;i on objectivea quite apart from the care of *.r:icu—
.

lar patieats fn 2 partf{cular ‘hospitsl. - Thia approach will allow for c@nrinued
R v ' J
Fedearal support of rud'icnl sducation through the medicare program while clasrly

.

{dentifying that support as separate from plt‘iﬁnt cape.” &4/

Indirect Medical Education Costs Under PPS

P.l. 98-21 requires that additional payments be sade to hospitals for

. the indirect costs of nedicnl aducation, cc-‘putcd in the same manner as the ad-

ljostment for f{ndirect medical education costs was calculated under the medicare
hospital cost limfts, except that tha sducational adjustaent factor ;muld be

doublad, The Rclport: of the Finance Comwittee on\Ehc Secial 'S¢cur£ty Act Amsend-

msnts of 198} jndicatas that the adjuscment for {ndirect sedical education costs

ts only & proxy to account for a nusber of factors which say legitiastely increase

costs in teaching {nstitutions. The Report alsoc states:

~w

£ . .

4/ U.S. Deparcment of Health and H\xll)\ Services. Report to Congress.
Hospital Prospective Payment for Medicare. Dec. 1982. pp. 47-48.
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. This adjustmant ia provided ia {he li{ght of doubts (ex-
plicitly acknowledged by the Secretary {n his racedt refort to
Congress oo prospective paymant) abaut the abilicy of the DRC
csse classification systes to accounte fully for factors such »
as severity of illoess of patisnts requiring the spac {alized
services and trestment programs provided by taaching inatitu-
_tions and the addirional costs associated with the teaghing
residents. The latter costs #re uddersfood to include the
sddftional tests end proceduras orderad by rasidents as well .
as the extrs demands placed oa.other stalf as thdy participate { :
fo the educstion procdss. . - ’ .

¥

The commtttew emphasizes its views that these {ndirect .
teaching expsnses are no€ to be subjscted’te the sama atandards j
of "efffciscy” implied under the DRG prospective system, but .
rather that'thay are legitimate expensgs involved in the post- -
graduste medical aducatios of physicfaas which the madica

« progras has histomically recognized ss wgrthy of support under
the reimbursemsnt systes. 5/ . . ‘

As provided in sédicare regulations, the fndirect medical education pay-

sent aquals 11.59 percent of the aggregate payment to a hospital from the 4

fedarsl portion of its prospective paymeats for esch 0.l fncrament io the hos-

pital's ratio of full-time equivalent (FTE) iaterns and rtn'ldtiﬁu'l@ ics bed

_4b %ize. Regulations define the number of FTE interns and residents to be the
. .

O
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sus of the nusbar of interns and residents employed for 35 hours otr mors per
.

ek { plu: one-half of i:ta ausber of intsrfis and residents working less than

315 houra per waek. . As required by thw Deffcit Reduction Act of 1986 {P.L.

N-;GQ). for ch-: gsporting periods baglaning on or sfter October 1, 1984,

.interns and ruié-nu ars not required to be employses of the hospital in

order for thae hospital to qualify for the indirect med{cal education adjust-

sant .

8/ U.s. Congrou.\ Senate. Social Security Amendaents of 1983. Report
to Accompany S. 1. March 11, 1983, Waskingtem, U.S. Gowvt. Priat. Off., 1983,

(98th Congress, lst Session. Senate Rept. No. 98-23), p. 52.
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Othar Provistons for Teaching Hospitals Under PPS .
_ ~

- -~ . ,h
L In additfon to thelexplicit provisions in the prospective paymant

. B 2a - B

: legislation for dirunnd fndirec ,odicnl- &ducstion costs, provisions re- : -
' - ¢ \ |. .. ‘
lating to paymengs for atypical cases slso benefit tesching hospjgals. Both -

the Finance and thq&hy‘: and Means Reports indicate that the provisfon of addi-
~ tional paymants for iiypiul casss vhich have eithet extremely long langthas

of stay or g:rmrdimrily high cosgs (koown as “outlfers”™) would benafit taaih-

. .. .
ing hospitals since the commitcees balieved it rassonadblia to l:pcc‘t that such
. . o - .
&saer would occur mors coamonly ia tsaching hospitals than in other hospitals. {
. L~ : ‘ ~ T “ ! \‘
N Cost to Medicare for Medical Educatioh in Hospitals \

T . ~

The Report of the 1982 Ad\rhorg; Council on Social Sacuri‘t)r {December 31,.
1982) staces that historically, expenditursa for the education and ;_ﬁming of
*hnl:hrpmfnuomh have represented betwasn 4 and 6 parcent of aonual medi-
care Health Insurance {HI) Trust Fund expenditurea. The Report tﬁdf:n:n that .
~{n 1980 the HI trust fumd spent sn astimated $1.% bdillfon for the ditecy snd fa-

direc: costs of madical sducation programs; for 1983, the estimata £ $1.8 bil~
« - . +

-
b

Hon; for 1987, $2.8 billion is esticsared. n"-
. .
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A number of key issues have desn identified {n response to the current-” '
pol and paysent methods for medical educatfon adopted in the sedicare hospi~ -
)" .

tal prospective payment systas (PPS). In addition, broader questions have been
o’ ¢
. x )
raised about tHe potential tmpmct on medical edugation in hospitals of certain A

Qﬁ.nr\uxda changes in financing and delivary of medical care. These issues

are briefly described and discussed below. ) "/ . RN
;. . . - R
Should MedicarerPay for Medical Sducation Costa? . e ‘ e -

s -"(,' -
o . - : \
Questions fave bdeen raised whether the.sadicara pm;ri., which was d-sigmg“
L : A ¢ .
. Tt . .
to pay for sedical services tq wedicare bnnnf&cx}riu, should continue to undwer- v

write. :h'c‘cal:‘af"&dicgl"dﬂ‘g@umn through it&y‘cnu to hospitals. 1In vh‘\i'-‘: e ;)‘/:{‘;5';‘}
of the financial crists facing the medfcaye prograa, sa" {for. example, tha 1982 ‘ % o

N kY
. Advisory Counci{l on Social ‘Security) have recommanded rhat medicsre's support -
- - .
for medical trsfning be withdrawn as other sources of support are sdentified.

Others have argued that ’mcdiun’;,ﬂbnpiul Insurance trust fund s an inappro~

priate lourc‘_‘of medical education subsidy because those who benefit (pr\ilﬂjrily

doctors) will generally sarn incoses much higher than the esployees who pay the
By . -

wedicare payroll tax, Still others question whether nedicare should fontinue to

zaks 3oney ._n'\usl‘ni)h“far swdical education whan thare appeasrs to be" an adequste

ywto.

. :
- supply of physicians and other health care progcuiomh’ #xcept in & few areas of’
e g .

Ve .

targeped Fedaral support, such ae primary care. Finally, some critics have noted ' .. = %

that fiaahbial "m‘p’ﬁor: for medical sducation cannot be efffciently targeted as . A
NN \'.‘ . . . R o
long d4s it remains ssbedded {n psyménts for patient care.

Those who favor continuing me ara's support for medical sducation fesr .
PP ! .

that tf medicare were to limit or completely. withdraw such support, the train-
-

ing of haglth professfonals and the provisfon of patfent care {n hospitals

* Y

. O ‘ ‘ .
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would both suffer. Thass pial-- could be {ntansifisd 1f othear thirg-party
payers ware to follow medicars’e lead in nlh‘tnuini support for sedical educa-

tion. Apother prodlem (s whather other F-d-nl State or local sources of
~ L
suppor: for medical edycation codld be found to rupl:cl -cdt:lrn s pay-nn:: if

-

:hay warce wxchdraun. Also, {f madicare were to eliminate pnyl-nc- for medical

. aducation, some argue that additicnal -qdicarn dollars might be required to pay .

R .
for physicians’ services neaded to replace tha care currantly providsd by {n~
)
terns and rasidents. '

\
Incentive E€fects of Current Medicars Policy

: ‘ $

P

As required by law, under the medicare PPS system, payments for. the i{n-
P . L

direct costs of medicel education activity are based on a :nc\@n; sdjustment

1
factor which xﬂ twice as large as the estimatad smount required to cover Chese

costs (11.59 fercent instemd of 5.795 percent). As & result, some cbsarvers

ar:bﬂ that residents end rasidency programs now gensrate move income for the

hospital then they cost. I& addition, the axtra paymgnt for indirect costs of
madicel education is the for asch additionsl resident regardless of which
-p«c&a%ty or year of e ¥ &8 involved. Since the rescurcs demands made

by residents very with :hc(axca of clinical specialization (e.g., surgery, pedi-

atrics, patholegy, etc.) snd the experience of the resident (yesr of training),
. .
some rasidernxcy programs are believed to be auwch sore profitable than others.

Thus, some observers arfgue that current policy creatas incantives for hospitals

Lo provide more zedical education (1.€., train more physiciens) aﬁd to train .
Py

a different mix of phytician speclaities thsn would be consistent with societal

needs (e.g., too many gsneral lurzlonl and not encugh Lntcrnis:n) Others

point out alsoe that the policy of -akin; essentially unrestricted >hyl|n:s for

gradua fcal education sctivities of hospiesls conflicts with other Fe
I'4
w' \
' ‘o
.o
- .

b
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haalth parscasel training policies (under ticle ¥II of the 'Mblic Realth Service

Act) which limic Fedecal support to areas ts which a natfonal n«#f.rs)rcum.
] - : .

- e

Fayments for Nigher Costs of Teaching 'Nospitsls A

Y ‘ . -
v

The madicare progiam is currsntly smaking sdd{tiocasl paymeats tq teaching.
- pospitals for: {1). che direct costs of medfcal sducakion -accivities and (2).
any additional costs which teaching Mospitals tacur etrbar isdirectly from

~

their teaching activitiss or perhsps ffom other factors which are“not exclu-

]

" sively found 1a tesching hospitals, sucd as their sore complex patient Case wix
“or their tole 1a the intrediction and use of the lerest aad mast sxpensive tech-
felqﬁt. ‘ ‘ ‘ ‘
Should the medicare program make sdditionsl paymencs for the highar costs
of :mhta‘ hospitale, wven if ‘:han costes are "ot necessarily relsted to teach-
tog ectiviciea? If, so, {x the {ndirect tesching ad justmeat forn\;h, which uses
4 massure of direct tasching ‘acu\vi:y (interas and residacts per bed) ss a proxy
for ndir.n. coste, s suitasble way of paying fog ;u;hcr'cuu in teaching hos-
pitala? A joal of thw prospective payseat :yni- is :; encourage efficisnt hos-

pital behavior by psying s fixed priwe tor he:pi;ﬂ uf\ricn sccording to patieat

diagnosis. Is the sedicare prn:rﬁyp:ying for inefficigacias 1o taaching hnnpi:ds-
. - .

through the fndirect teachiog adjuvetmest? How can the icars progrsa; deterning

ff fes paysmants (0 teaching hospitels are adequate or oo generoval’

e
.
. -

-
Effects_of Reiwbursement Changes snd Competition

t .
Patiedt care revenuas bave basen the prisary source of support for educa~

tional programs {n tesching hospitals. In the pest, vhen hospitals were paid

«

O
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q * .
whatever thetr na;t/: or charges wers, neithat the costs of their wedical edu- |
c.l:‘ian progcama nor the coats of teaching hougiuh— relative to non-tesching
hé;p&uh ware perceived to be a prodblam. Recantly, in order So decrease their
expend{tures for hospital care, many third-party payers have changed their
methode of reimbureing hmpéxuh far care provided to their beseficisries.

Much of the reimbursement focus is on Lhe p'ttct the payer is willing to psy for

hospical sacrvices, rather thap the cost to the hoepital of providiag the sarv-

. lces. 1If the payer decermines that the price should fnclude nqphing mare thas

the coat of pqtu‘n: care, then tl‘l@l‘“‘ he-pf_.':nls, with cheir additional costs
atiributadle to their teaching prc;r'-:, may be at e disadvantage both in terms
of the sdaquacy of the revenuse they receive and their abflify to compete with
nos-caaching hoapitals. Hn-;:(:ﬂ'ruponua to :r.mr:‘hlh in r;hhgu—aii: an.
generally to chnége sore or to alter or eliminate services, either of which

could put teaching hospitals at an even g?{:c}' diqadvmug'n compatitivaly.
] )

The elimination of services and activities whx'éh bring inadcqu.s:ri‘nd‘urn-n:

. LY

to the teaching h,ogpi:ni could also run tounter to public polfcy 4f auch serv- .

ices ste deemasd fmportant.

Locus of Medical Educetion Training

. . . ,
Most of the gradusta sedical educatfon ig this country is being conducted
R .

. ‘.
{n the inpalisnt ha:’piul satting. Howaver, a trend presantly exists to pro~
Lo « ’

vide patient care i(n & lses costly lﬂul)aﬁcty care setting. If this trend con-

tinues, sore medical sducstion than at prasent 23y need to de conducted i{n en

. .
sabulatory care secring. (nder these circumstances, some suggest that s certain

Aamount of payments for sedicsl education should ba made to smbulatory carse sat-
. ) - .
tings instead of hospitals.
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Senator DureNBERGER, The hearing will come to order.
It's 2 p.m., regardless of what the clock says. |
.1 have a rather lengthy opening statement, and then we have a
problem this afternoon in that the Senate isn’t sure what it wants
to do between now and the election. So there will be at least one
more vote during the courge of the afternoon which will necessitate
mry briefly recessing this hearing. . .

The net implication. of all that may be to limit—I really don't
want to put a crimp in the testimony of any of the witnesses—some
of the questions from the Chair and the submission of those ques-
tions in writing. So just to alert all of you that there will bg several *
coffesbreaks during the course of the afternoon, »

[et me start by trying to put what we are doing today in context.
[‘et me put it first in the context of the 1965 enactment that -
brought us the Medicare Program. As it relates to education, “edu-
cational activities,” I'm quoting the law, “enhance the quality of
care in an institution and it is intended until the community un-
dertakes to bear such education costs in some other way, that a
part of the net cost of such activities, including stipends of trainees
. as well as compensation of teachers and other costs, should be con-

sidered as an element in the cost of patient care to be borne to an
appropriate extent by the hospital insurance program.”

'ghat, I understand, still to be current lawg The Social®Security
Act Amendments of 1983 provided for a radical reform in the pay-
ment of hospitals under part A of the Medicare Program. The new
prospective payment system mandated by the act was designed to
phase in over & 3-year period. By the end of the phase-in, the Medi-
care rates for hospitals will be det according to a national average
payment per diagnosis related grouping. In recognization of the dis-
parite locations and service and training mix for hospitals, the Con-
gress proxé'g{ed under the new scheme: for urban and rural vari-
ations and payments, passthroughs for hospital-incurred capifgl
costs, passthroygh for the direct cost allocated with graduate medi-
cal education and other clinical training activities. :
" An additional adjustment was allowed for the indirect cost .of
. graduate medical education incurred by teaching hospitals. The ad-
justment for indirect medical education reflected such things as a
sicker patient load, expensive medical technological capacities,
costs allocated to training residents, the insensitivity of the present
DRG system to severity of illness and similar factors.

As improved methods of establishing severity are devised, these
developments will be incorporated into the overall DRG payment
system. These refinements will make some portion of this indirect
expense unnecessary. The remainder of the adjustment, based on
broad assumptions about the nature of teaching hospitals, also re-
quires close scrutiny. - ‘

(ongress has set the end of the phase-in period for the prospec-
tive payment system for hogapitals 2 years from today as the dead-
line for setting in place th w methodology under which the cap-
ital portion of hospital expenses will be paid by ‘Medicare. We must
consider that events between now and then may require us to do
the sume with regard to th@current legislative mandate for Medi-
care funding of direct and indirect expenses, for gradLKate medical
education, and other clinical training activities.

31
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The hearing today is a first step in addressing that potential.

Let me share with you .severa Yconcems that | have; reasons, 1
suppose, why I am coming to the conclusion that direct graduate
medical education passthroughs, as we now know them, may be
eliminated within 2 years, and the indirect adjustment for medical
education expenses refined.
~ First, the pressure to reduce the Federai deficit, combined w1th
the 1mpendmg bankruptcy of the Medicare Trust Fund, demands

- an end to open-ended subsidies. We need look no farther than the

Advisory Council on Social Security and their recommen atxons in
this regard.

There are only three ways to reduce the cost of Medicare to the
Federal Treasury. These are to reduce payments of Medicare serv-
ices to providers, to increase cost sharing for Medicare beneficiaries
and/or to increase taxes for all of us.

1 assure you before additional cost sharing is considered, those
who are beneficiaries of the Medicare Program—and they are al-
ready doing it—will place %‘o eat political pressure on the Congress
to eliminate subsxdxes paid both under part A and part B to provid-
ers.

It is worth hoting that the elderly and disabled in this country
who use Medicare pay approximately 50 percent of the cost of the
services rendered. At least that's what ]?ehear on the floor from
Teddy Kennedy every time we debate these issues.

And we know from the members of the council teaching hospi-
tals, the groups of the largest teaching hospitals; that 70 percent of
the support for the direct cost of residents in graduate medical edu-
cation comes from patient care revenues.

These two figures will not be lost to those invqlved as the debate
over cutbacks, deficits and spending reductions begins to intensify.

The second concern. Traditionally, third-party payers have been
willing to include graduate medical education as §p justified expense
in paying teaching hospitals. At the same time, though. insurance
plans placé no significant incentives for patients to seek or use
lower cost medical facilities. Both these facters are changing in the
current environment.

In a competitive marketplace, third-party payers and alternative
delivery systems are much less willing to pay for graduate medical -
education or any other subsidy, and are steering plan members
away from the more expensive teaching institutions. These trends
were illustrated for me at a recent conference in Min ea lis on
the financing of graduate medical education. As one at ee who
had the major HMO in the Twin Cities put it, and I will quote him,
“They,” referring to the HMQO's, “want to purchase only those serv-’
ices which directly.benefit their patients.” :

It was obvious from his remarks and-others we heard from that
the new environment is not supportive of the status quo for grady-
ate medical education or teaching hospitals.

It is important to stress in the develo% Pg health care environ-
ment that it is not only the HMQO'’s and s which will be plac- .
ing the squeeze on teaching institutions. The consumer will begin
to be a player as well. To cut costs, employers are now increasin

' cost sharing for eniployees. This trend is likely to s up as ef-

forts in the Congress contrive next year to cap the burgeoning tax .

g3
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subsidies now over $30 billion provxded for empleyee pdxd hgglth
insurance. 2

As more of the costs of services are covered by individuals, they
will be less prone to seek the services of high cost teaching institu-
tions.

All of this is not to say that either physician training or the
unique set of tertiary services provided by teaching hospitals is un-
necessary. Quite to the contrary. However, it does reflect the fact
that Americans are going to be less willing to pay for either of
these activities from their premium dollar.

Therefore, we now have a tough set of questions to answer—who
will take responsibility for graduate medxcal education? And how
much will we pay for it?

Third reason. As we learned last Friday from our hearmg on
health care for the economically disadvantaged, we have, as of yet,
failed to resolve the tough question of the responsibilit: for the i in-
digent and their health care. It was pointed out at hearmg
that the courts are beginning to settle the issue for us\ |

But I feel stronglg it is the Congress, together with the other gov- °
i

ernmental units, which must take the responsibility and set explic-
it policies to assure access to quglity and cost effective care for all
Américans. The solution to finanting care for the poor will greatly
affect teaching hospitals in the financing of graduate medical edu-
cation. It should not be assumed to the given that its financing
mechanisms are arranged upon.the health care of the poor. That
they will either be encouraged or choose to seek care in teachmg
hospitals.

" The Association of the American Medical Colleges in-its testxmo-
ny on Friday pointed out that the non-Federal council of teaching

hospital members incur 35 percent of the bad debts and 47 percent

of the charity care for the Nation’s community hospitals. This level
of commitment is laudible. But it also fits with the need for.many
of the instititions to have teaching material for their student phy-
sicians. A

I have concerns about the provision of care for the poor and
whether or not the teaching hospital is-the best environment for
them to receive necessary services. We heard on Friday from Dr.
Janelle Goetcheus that the care in teaching hospitals, at least for
the poor, lacks continuity, and is depersonalized. vadence indi-
cated it is also more costly.

Today we should learn more about these kinds of issues.

Fourth. The debt prohlem. The deficit, crunch we face next year
will cause the Congress to reexaminecurrent Federal priorities.
Many cuts are likely. And this may meah reductions in the Federal
funding for undergraduate and graduate medical education. The
process could include such sacred cows as the Veterans’ Adminis-
tration health expenditures. Currently, the VA ‘hospital system has
8.000 full-time equivalent residency slots, and 77 percent of 172 VA
hospitals have affiliations with medical schools. This significant
_ commitment will be reevaluated in light of the changing health
needs of an aging veterans population, as well as the constraints
we face on dppmprmtmns

Limited Veterans' Administration appropriations should be spent

for the good of the beneficiaries first. S
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Aidng the same lines, the Federal commitment to funding train-
ing of the health profession must also be.scrutinized. This year,

title 7 of the Public Health Services Act is'likely to be reauthorized.
at levels above the 1984 budget. The authorizations are moderate,

but will need to be rewisited next year, which is not an election
year, as we consider overall new policies on the financing of gradu-
ate medical edycation.

And, fifth, I believe there’s a growing concern about equity and,
fairness across our health care system. We see this concern, to

" some%extent, between urban and rural areas in the determmatxon

of prospective payment rates for Medicare. It may become further
exacerbated by the Medicare waivers under which high cost St.ates
have adopted status quo oriented all-payer systems.

Under these waivers, the high cost of graduate medical educatmn

- and care for the economlcally disadvantaged is locked in for all

paiyers. including Medicare. A
is not fair that the cost shift we have experienced in the past
to fund graduate medical education and care for the poor be struc-
tured into the payment scheme for all payer States, while in other

_ States, the pressure of competition ends the same shift.

Instead, we should have explicit Government policies which
enable appropriate funding for graduate medical education and the
economically disadvantaged. Otherwise, all graduate medical edu-
cation will be financed in the high cost health care States with
high cost graduate medical education. - ‘

hese are a few of the reasong we are here discussing medical
education today. I see a growing consensus that the direct and indi-
rect subsidies for medical education-have helped produce a substan-
tial surplus of physicians. This surplus has brought with it inflated
economic returns to certain specialties without solvmg many of our
pxo?\lems of maldistribution of physicians by specxa Ity and by geog-
raphy

he issue of financing graduate medical education is definitely
on the front burner. And I hope those of us who care about the
future of medical education can keep it there.

The Department of Health and Human Services has- contracted -
with-+Arthur Young to do a major analysis of graduate medical-edu-
cation.costs. The study, due this fal], is late, but we should begin to
get preliminary results over the next 12 months.

The Commonwesalth Fund has commissioned a set of thought
papers on graduate medical education and the cost of teaching hos-
pitals. These papers should be completed early next year, and will
provide an important resource.

FinaNy, and most importantly, the AAMC has appointed a com-
‘mittee to reexamine the policy of the academic medical community
for financing graduate medical education.

I look forward to the options which this committee will present
because | agree with the American Medical Association in the testi-
mony that they will provide today that we not change the present
system until a better replacement can be found. That's precisely
why you see a very generous transition in the prospective payment
system for teaching hospitals. It's precisely why you saw me fight
with HHS on a more realistic reimbursement formula for hospitals.

But 2 years from today, things may be different.

41-175 0 - 85 - 3 o
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The hearing today will provide us with important background on
medical education. v

In a second hearing, we intend to look at medical education from
the standpoint of the consumers, community hospitals that need
the specialized tertiary care provided by so'many of our academic
medical cgnters and their teaching hospitals. The professionals, the

ith c.ﬁ professionals, we will ask theni about the quality, the
o% and the appropriateness of today’s medical education. And we

tatk to congpimers of health care and their representatives at
the State-local government leyel and the private level about the
quality and the availability of professional care.

Hopefully, our final hearings will examine options for establish-
ing explicit responsibility for the financing of graduate medical
education and other clinical training, as well as define the Federal
role in the financing of these activities.

[ appreciate our witnesses taking time to be with us today. I
have read most of the statements, I think, and they are the educa-
tion that all of us need. And all of those statements will be made a
part of the record.

With that, I'm sure that's about the longest opening statement
that I have made for any hearing.”And the purpose of it was to par-
tially scope the hearing and also to say that we are beginning
today what I teust will be approximately a 2-year process, and that
there will be conclusions at the end of that process. °

[ would judge from the testimony we have seen so far and the
willingness of the entire community interested in this subject to
not only demonstrate their concern but to work together to try 4o
find some solutions; that this will be a very helpful process of inter-
change between all of us, because I think that better replacement
is going to have to be found.

ur first panel consists of Dr. Henry Désmarais, the Director of
the Bureau of Eligibility, Reimbursement and Coverage of HCFA;
Dr. Robert Graham, Administrator of the Health Resources and
Services Administration of the Public Health Service.

Let us begin with your testimony.

We are going to try for 5 minutes. If it takes a little longer,
that's fine. As I indicated in the beginning, because of the nature
of the afternoon, it may be that there are going to be limited ques-
tions from the Chair.

Why don't you proceed, Dr. Desmarais?

STATEMENT OF DR. HENRY DESMARAIS. DIRECTOR, BUREAU OF
ELIGIBILITY. REIMBURSEMENT, AND COVERAGE OF THE
HEALTH CARE FINANCING ADMINISTRATION, DEPARTMENT OF
HEALTH AND HUMAN SERVICES, ACCOMPANIED BY DR, ALLEN
DOBSON -

Dr. DesmARAls. My name’is Henry Desmarais, and with me is
Dr. Allen Dobson, who is the Director of the Office of Research at
the Health Care Financing Administration.

As you have requested, we are here to give you an overview of
how Medicare currently reimburses hospitals for medical education
costs. Traditionally, Medicare has paid its share of those costs, and
that was all built on the historic precedents of Blue Cross.

-
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The medical education story really has two chapters. And the

first one is the direct medical education costs. Basically, it's a

direct cost passthrough of all approved programs. And that in-
cludes things such as stipends of trainees, compensation of teach-
ers, classroom costs, Hackboards, et cetera, and associated over-
head.” And there are some accounting conventions and Medicare re-
imbursement principles that determine the amount of the cost
passthrough that is reimbursed under the Medicare Program. - ~

When the prpspective gayment system was proposed by the ad-
ministration, we urged that this current arrangement ofy a direct
passthrough for direct medical education costs be retained. And
Congress did agree at that time.

The second part of the medical education story deals with the so-
called indirect medical education costs. And this is based on an ob-
servation that had been made that costs in teaching hospitals were
higher than costs in nonteaching hospitals. And the factor that was

- used to expmine this was the intern-and-resident-to-bed ratio of

hospitals. . And it was observed that the higher that ratio, the
higher the costs in that particular facility. ; '

I might add that the exact cause and effect of that observation
could not be deciphered based on the data available. There are
those who feel there may be some case¢ mix contribution; it may be
the result of additional tests being ordered by inexperienced physi-
cians or it may be the result of some kind pf inefficiency, Nor was

there a judgment about whether those costs were appropriate or in- ‘

appropriate. ’
At any rate, based on these observations, for every 0.1 factor of
interns and residents to bed, the cost limit per case allowed was

6.06 percent higher. This predates the prospective payment system. .

‘These observations were taken into account as we advanced the
prospective payment proposal, and again, the report to Congress
recommenrded no change; that these indirect costs be recognized
separately under the prospective payment system. -

The Congress agreed with this. But I might point out the Con-
gress chose to double the formula that had been used to calculate
the indirect medical education adjustment. And when we did that,
using the rpost current data available at that timte; the double for-
mula produces an 11.59-percent increase¢ in the payments, Federal
payments, under the prospective payment system. So it is 11.59
percent of both the PPS rate as well as the outlier payments, the
Federal outlier payments, for every 0.1 percent increase in the
ratio of the interns and residents ta beds.

This is described as a lump sum payment, but it’s probably more
accurate to say that it's divided and paid under installments, which
is more correctly known as “periodic interim payments.”

The other thing that’s important for us to talk about today is
which interns and residents could be counted in coming up.with
this particular formula. Originally under the prospective payment
system and the interim final regulation that was published, only
those interns and residents actually employed by the hospital and
providing serguices at the hospital were counted in coming up with
the indirect Ppayment amount. However, responding to criticism
from various sectors that this was inequitable, in the January 1984
final regulation of prospective payment, we expanded this to in-

- -
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' clude those interns and residents who were wurkmg at a hospxtal
but were employed by another entity, which had had a long-stand- -

ing, ‘historic medical relationship with the hospital. I-think a clas-
sic example there—very familiar to the chairman—is the Mayo
Clinic. And that institution and those internsiemployed by that in-

stitution were then included fot purposes of calculat 1g the- mdx- .

rect payment amount.

Congress made further changes in ‘the Defitit Reduction Act
which was enacted this past Jlﬁ}" And in that case, Congress di-
rected that all interns and residents bé counted if they were pro-
viding services. And there is no importance atfached to whe em-
ployed them or who paid their salary and so on.

g vxousiy, if we are going to count every ipntern and resident, no
matter in which facility they work or how many hospitals they
work in, we have to be very careful that we count them appropr
ately so that every intern and resident is only counted once. Ans\

we are prepared to monitothat situation and collect the data that "

is necessary in order to do thet.

Let's move on and talk about the effects of all.of these policies.
Obviously, the prospective payment system was set up on a budget
neutrality mode, and that ciearly says that the more dollars which
* flow to one facility, whether that's a teaching or nonteaching facili-
ty, it means less ollars will flow to the other facilities.

We did a simulation which attempts to predict the effect of the’

current policy. And that simulation acted -as if all hospitals receiv-

ing prospective ?ayment amounts were paid at 100 percent of the.
a

Federal regional rate in. year one of the prospective payment
ﬁ!&em And, actually, only 25 percent of the payment amount was
Federal reglonal rate.

That simulation showed some very inter€sting findings. It
showed that if dycm look at the 118 so-called heavy teaching hospi-
tals, they would receive an average of 3756 per case in direct medx-
cal education reimbursement. They would also receive an avera
of $2,158 per case for indirect medical education. And we wou d
compare those amounts to the DRG payment of $4,079 per case.

There is a 53 percent add-on then to the DRG payment for indi-

srect, and an additional $756 per case’ for direct medical education
for those heavy teaching facilities. And we can compare that to the

fact that the average direct and indirect payments for teaching -

hospitals, for those heavy. teaching hospitals, would be the same as
t RG payment for non-teaching hospitals. -

ook at the other teaching fécxhtxes,,about 654 of them,
yo that the DRG payments for them per case is approximate-
ly S¥059. And they receive a 10-percent add-on for indirect medical
education, and a further 6-percent add-on for dxrect medical educa-
tion. . -

Backing away and looking at it globally, thxs means that, in
budget neutral terms, dbout $204 per case must be shifted away
from all hospitals receiving prospective payment reimbursement so
that the teaching hospitals may receive an average of $613 per case
for indirect medical education.

What about the future? Clearly, we intend to clbsely monitor the
&yments and attempt to suggest reflgements where needed. The
partment is also currently sponsorihg a- major study of the fi-
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nancing and cost of graduate medical education and findings are
expected in mid-1985. .
, And, finally, the Health Care Findncing Administration i i nvess-
- tigating the case mix measurement improvements to se€ if im-
provements over our current diagnosis related classific atiom
scheme are possible and whether, in fact, those case mix diffex-
ences would explain some or all of the differences in the costin
. teaching facilities. That work is very. much underway. :
This concludes my remarks. And 1 would be delighted t© arzsverr
any questions. :
Senator DURENBERGER. Thank you, Dr. Desmarais.
e [The prepared written statement of Dr. Desmarais followrs]

g
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I AM HENRY DESMARAIS, DIRECTOR OF THE HEALTH CARE FINANCING
ADMINISTRATION'S (HCFA) BUREAU OF ELIGIBILITY, RETMBURSEMENT
AND COVERAGE. ACCOMPANYING ME IS AULEN DOBSON, DIRECTOR OF
HOFA'S OFFICE OF RESEARCH, 1 AN PLEASED TO BE NERE TO, ‘
PRESENT AN OVERVIEW OF HOW MEDICARE CURRENTLY REIMBURSES -
MOSPITALS FOR MEDICAL EDUCATION COSTS, '

BACKGROUND R

MANY HOSPITALS ENGAGE IN EDUCATIONAL ACTIVITIES, INCLUDING
TRAINING PROGRAMS FOR MEDICAL STUDENTS, INTERNS, RESIDENTS,
NURSES AND VARIOUS PARAMEDICAL SPECIALTIES, THESE PROGRAMS
CONTRIBUTE TO THE QUALITY 0F~P§fIEﬁT CARE WITHIN- THE -
INSTITUTION AND ARE NECESSARY T HEET_THE COMMUNITY'S NEEDS
FOR MEDICAL AND PARAMEDICAL PERSONNEL. THE COMMITTEE
REPORTS WHICH ACCOMPANIED THE PASSAGE OF THE MEDICARE
PROGRAM IN 140> RECOGNTZED THAT UNTIL THE COMMUNITY
UNDERTAKES TO BEAR SUCH EDUCATION' COSTS IN SOME OTHER WAY, A
PART OF THE NET COST OF SUCH ACTIVITIES SHOULD BE - CONSIDERED
AS AN ELEMENT IN THE COST OF PATIENT CARE, FOLLOWING THIS
JIRECTIVE, THE MEDICARE PRINCIPLES OF REASONABLE COST
REIMBURSEMENT SPECIFICALLY INCLUDE MEDICAL EDUCATION COSTS,
THE ORIGINAL COMMITTEE REPORTS ALSO RECOMMENDED THAT, WHEW
DEVELOPING THE PRINCIPLES OF REIMBURSEMENT, MEDICARE SHATLD
DRAW UPOW THE EXPERIENCE OF PRIVATE ORGANIZATIONS,
JAEDICARE'S PRINCIPLES FOR SEPARATELY RECOGNIZING MEDICAL
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: EDQCATIDS COSTS NERE' HUDELED ON A LOKG-STANDING CQST
RELHBURSE‘ENT PRINSIPLE USEﬁ BY BLUE CROSS AND GTHER PLANS

IN REIHBUPSING NEDICAL EDUCATION,

.«
K

HISTORICKLLY MEDICARE EXP?&DITURES FOR THE EDUCATIGN AND

\raaxxxnc OF HEALTH PROFESSIONALS HAVE REPRESENTED BETNEEN
, AND O PERCENT OF ANNUAL HOSP:TAL Insusxncs (HI} TRysT Funs
"EXPENDITURES,

s ‘ i

ﬁlT§¢jpﬁ/§;£RTATIO rﬁﬁ'exoSréérlve PAYNENT SYSTEM’

BEGINNING IN F1SCAL. AR‘&SSQ, THE: COST OF MEDICAL EDUCATION
PRGGRALS 1S EXPECTED TQGRON. THIS NILL RESULT BECAUSE
‘DIRECT MEDICAL EDUEATYON COSTS ARE (Axn QN THE BASIS OF
REASONABLE COSYS, AND AN ADDITIONAL SPECIAL ALLOHANCE.
DOUBLE THAT P£§v1nsn UNDER THE Pﬂsvzeus SYSTEN OF caag
"LINITS, IS NADE FOR'THE INDIRECT COSTS GEWERATED BY xureau

AND Rssxnzucv PRQGRAHS. THEREFORE THE SYSTEN cu&rnxus‘&o .

DIRECT XRCENTIYE 10 RESTRAIN TEE G&QETH OF N:ﬁICAL EDUCA?{UN
COSTS

) : ATIONC

THE TERMN NEDICAL EDUCAfIQN cosTs™ ENCOHPASSES NOT ONLY -

" THOSE COSTS ASSQCEATED WITH PROGRANMS TRAENING PHYSICIANS BUT

ALSO A RANGE OF HEALTH PROFESSIONAL AND PARAPROFESSIOHAQ

~ TRAIRING PROGR&HS. - MEDICARE REGULATIONS SPECIFICALLY

RECOGNTZE 13 APPQQVED PROGRAMS 14 @DBITXON TO PHYSICIAN

¢
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TRAINING PROGKANS, RANGING FRON NURSING AND CYTOTECHNOLOGY

TO MEDICAL RECORDS TRAINING. +CERTAIN ADDITIONAL PROGRANS

~ MAY ALSO BE INCLUQEP.

» ’ b = ' -

UIRECT NED1CAL EnHCArien COSTS SUCH AS STIPENBS o; TRAINEES.
COMPENSATION OF TEACHERS, AND CLASSROON AND ASSOCIARED
VERHEAD ARE NORMALLY ALLOCATED TO SPECIAL COST CENTERS

UNDER MEDICARE’S COST REPORTING SYSTEM, MEDICARE'S SHARE OF

THESE COSTS IS DETERHiNED‘USING THE SAME PROCEDURES THAT

-

WERE DEVELOPED FOR COST~BASED REIMBURSEMENT TO ALLOCATE

PATIENT CARE COSTS T0 MEDICARE.

WHEN DEVELOPING 1TS PROPOSAL FOR A PROSPECTIVE PAYNENT * 7,
_ SYSTEM FOR HOSPITALS, THE DEPARTMENT Of HEALTH AND HUMAN
" SERVICES RECOMMENDED AND CONGRESS APFROVED CONTINUING TO PAY
FOR DIRECT MEDICAL EDUCATION COSTS ON A COST- RELATED BASIS
SEPARATE FROK THE DIAGNOSIS-RELATED GROUP (DRG) PAYHENT PER.
CASE. ALLONANCE OF THIS PASS- THROUGH OF DIRECT MEDICAL
EDUCATION COSTS RECOSNIZES THAT. THE OPERATION OF HEDICAL
EQUCATION PROGRAWS ANU THE ACCONPANYING COSTS ARE

- CONCENTRATED IN A LIMITED NUHSER OF HQSPITALS AND SUCH COSTS

ARE GENERALLY NOT RELATED TO EFFICIENCY OF. GPER&TION§$§
NEARLY 800 HOSPITALS COVERED 8Y THE PROSPECTIVE PAYMENT
SYSTEH HAYE MEDICAL RESIDENCY PROGRAMS,

JU—— . B o v o ?"‘
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THE PRESENCE OF MEDICAL EDUCATION ‘PROGRAMS ANQ THEIR‘
TRAINEES ALSO GENERATES AonxfxsuAL COSTS FOR SUPPORT
SERVICES AND OTHER ACTIVITIES WHICH CANNOT BE EASILY
SEPARATED FROM PATIENT CARE COSTS, THE HIGHER COSTS
ASSOCIATED WITH TEACHING HOSPITALS MAY INCLUDE INCREASED
DEPARTHENTAL OVERHEAD AMD THE HIGNER COST OF TREATING
PATIENTS DUE T0 INCREASED LABORATORY TESTS:AND SIMILAR
SERVICES. SOKE PEOPLE BELIEVE THAT THESE NIGHER COSTS MAY
BE DUE, IN PART, TO GREATER COHPLEXITY OF CASES NOT CARTURED
8Y OUR CASE-HIX NEASURE. UNDER THE TOTALLY COST-¥ASED
PROGRAM, SUCH COSTS NERE GENERALLY INCLUDED IN THE
DEPARTMENT IN WHICH THEY WERE PRQVIDED. ORIGINALLY, THERE
WERE VIRTUALLY NG LINITS ON THE ANOUNT OF THE COSTS THAT
COULD BE INCURRED AND THE ACTUAL PLACENENT OF THESE COSTS oM
"A' COST REPORT HAD LITTLE SIGNIFICANCE. HOMEVER, WHEN COST
LIMITS WERE PLACED ON ROUTINE OPERATING COSTS AND LATER ON
COSTS PER CASE,.THESE INDIRECT COSTS OF MEDICAL EDUCATION
BECAME SIGNIFICANT SINCE THE LIMITS WERE DERIVED FRON
GROUPINGS OF MANY HOSPITALS, MANY OF.NHICH DID NOT HAVE'
TEACKING PROGRAHS, LEAVING HOSPITALS WI¥H INDIRECT NEDICAL
EDUCATION COSTS AT A DISADVANTAGE,

In }980. A FORHMULA WAS DEVELOPED TO DETERHXNE'ADB!TIONAL

AHOUNTS WH{CH KOULD BE ADDED TO COST LIHITS FOR TEACHING
©
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HOSPITALS, THE FORMULA WAS A PERCENTAGE Anduérnsyr BASED. ON
THE RATIO OF INTERNS AND RESIDENTS TO BEDS. THE PERCENTAGE
Is DER™ED FROK AN ANALYSIS OF COSTS PER CASE AND THE
KRESENCE OF, INTERNS AND RESIDENTS IN THE HOSPITAL AND IS
UESIGNED TO PRO¥1IDE AN ALLONANCE FOR THE. HIGHER COSTS
ASSOCIATED WITH TEACHING INSTITUTIONS.
) . ’ -— H
UNDER THE cusf‘;xnxr SYSTEN, THE PERCENTAGE ADJUSTMENT FOR |
INDIRECT MEDICAL EDUCATION COSTS RAISED THE LJMIT ABOVE
, “NHICK COSTS WOULD NOT BE PAYASLE. HOSPITALS WITH COSTS
BELOW THE COST LIMIT RECEIVED rsexn'fULL COSTS WITHOUT
ADDTTIONAL PAYMENT TO FURTHER RECOGNIZE INDIRECT MEDICAL
EDUCATION COSTS. | - ) HE
WHEN DEVELOPING THE PROSPECTIVE PAYNENT LEGISLATION,
7 CONGRESS DETERMINED THAT AN AMOUNT SHOULD BE PAYABLE FOR
INDIRECT WEDICAL EDUCATIiON. COSTS IN DITION TO THE COST
REIMBURSEMENT OF DIRECT MEDICAL Enuezyfon COST§ AND THE
OTHERWISE APPLICABLE PROSPECTIVE PAYMENT RATES, Consns;s
DOUBLED THE FORMULA THAT HAD BEEN USED TO DERIVE A
/ PERCENTASE iNCREASE IN COST LINITS SO THAT FOR COST
REPORTING YEARS BEGINNING (N rISCAL YEARS 1984 AND 1385, THE
INDIRECT MEDICAL EDUCATION ADJUSTNENT PROVIDES AN 11,54
PERCENT INCREASE IN THZ FEDERAL PORTION OF THE PROSPECTIVE
. PAYMENT RATE FOR £VERY (.l PERCENT INCREASE (OVER ZERO) IN
THE RATIO OF INTERNS AND RESIDENTS TO BEDS. THIS PERCENTAGE
- MAY 8 ADJUSTED PERIODICALLY AS MORE CURRENT AND COMPLETE
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DATA dECOME AYATLASLE, [N CONTRAST WITH THE ADJUSTNENT OF
THE COST LIMITS, THE ADJUSTMENT FOR INDIRECT COSTS OF
HEDICAL EDUCATION UNDER PROSPECTIVE PAYMENT IS AN ACTUAL -
ADDITIONAL PAYMENT TC TEACHING HOSPITALS WNICH IS DETERMINED
RETROACTIVELY BASED ON THE.TOTAL REVENUE FROM THE FEDERAL
PORTION OF THE PROSPECTIVE PAYMENT RATE.
. ‘ : g
PRIOR T0- JANUARY 1884, FOR PURPOSES OF THE RATIO, HOSPITALS
COULD COUNT ONLY THOSE INTERNS AND RESlDéﬁrs EMPLOYED BY Qna'
.- PROVIDING SERVICES AT THE HOSPITAL. THIS METHOD OF COUNTING
CONFORMED TO AKERICAN HOSPITAL ASSOCIATION ‘SURVEY
REQUIREMENTS. [N JANUARY, THE REGULATIONS WERE REVISED 10 .
PERMIT A HOSPITAL TO ALSO INCLUDE INTERNS AND RESIDENTS
ENPLOYED BY ANOTHER ORGANTZATION WITH WHICH IT.HAD A LONG-
TERM HISTORICAL KEDICAL RELATIONSHIP AND WHICH EMPLOYED
VIRTUALLY ALL OF THE INTERNS AND RESIDENTS PROYIDING
| SERVICES AT THE HOSPITAL. THE DEFICIT REDUCTION ACT oOF 1984
P, L. $5-354), ENACTED ON JULY 18, INCLUDED AN AMENDMENT
WHICH, EFFECTIVE FOR COST REPORTING PERIODS BEGINNING ON OR
. AFTER UCTQBER 1, 1564, PERMITS A HOSPITAL TO COUNT ALL OF
THE INTERNS AND RESIDENTS PROVIDING SERVICES IN THE
HOSPITAL., SINCE THE ’NUHBER OF INTERNS AND RESIDENTS WORKING
IN HOSPITALS DIRECTLY AFFECTS THE. AMOUNT OF PAYMENT, WE ARE
| CURRENTLY DEVZLPPING PROCEDURES TO ASSURE THAT UNDER THE
REVISED RULES, A SINGLE RESIDENT OR INTERN IS NOT COUNTED AS
MURE THAN ONE FULL-TIME EQUIYALENT ENPLOYED REGARDLESS OF




THE NUMBER OF HOSPITALS [N WHICH HE OR SHE PERFORMS .
SERVICES.

EFECT FOR REIM NG MEDICA ATION

THE PASS-THROUGH OF DIRECT MEDICAL EDUCATION COSTS AND THE
ADDITIONAL PAYMENT .FOR INDIRECT MEDICAL EDUCATION cosrs HAVE
A SIGNIFICANT FISCAL IMPACT ON Tsoss HOSPITALS HAVING
'APPROVED INTERN AND RESIDENCY PROGRAMS, THE INDIRECT
MEDICAL EDUCATION PAYMENT, IN A BUDGET NEUTRAL EONTEXT, HAS
“AN EFFECT ON INSTITUTIONS WITHOUT TEACHING PROGRAMS, 100,
WE HAVE ESTIMATED THAT_EF ALL HOSPITALS UNDER THE 'y
PROSPECTIVE PAYMENT SYSTEK HAD BEEN REIMBURSED SOLELY ON THE
BASIS OF THE.FEDERAL REGIONAL RATE IN FISCAL YEAR 1984, Te
 APPROXIMATELY 113 “HEAVY“ TEACHING HOSRITALS (THOSE HAYING A
RATIO OF ONE OR MORE INTERN OR RESIDENT FOR EVERY FOUR BEDS)
WOULD HAVE RECEIVED AN AVERAGE. OF $756 PER CASE FOR DIRECT
 MEDICAL EDUCATION AND $2,158 PER CASE FOR INDIRECT HEDIC;:é?
EDUCATION, WHILE THEIR DRG PAYMENT PER CASE WOULD HAVE B
$4,079. THUs, THEY uoﬁga SE RECEIYING A 53 PERCENT ADD-ON
T0 THEIR URG PAYKENT FOR INDIRECT MEDICAL EDUCATION AND AN
ABDITIONAL $755 FOR DIRECT MEDICAL EDUCATION. THE EFFECT is
SUCH \THAT FOR “HEAVY" TEACHING HOSPITALS, THE AVERAGE DIRECT
AND INDIRECY TEACHING PAYMENTS PER CASE IS ABQU?‘fBE SAME AS
" THi ACTUAL DRG PAYMENT, PER CASE -FUR NDNTE@CH:NG HOSPITALS.

‘\
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FOR THE REMAINING HOSPITALS WITN TEACHING ACTIVITIES,
\APPROXIMATELY 654 FACILITIES, IN ADDITION To. THE AVERAGE DRG
'PAYHENT PER (NSE OF 3, st. NOULD RECEIVE AK ESTIMATED
ADDITIONAL 10 PERCENT FOR INDIRECT AND ANOTHER & PERCENT FOR
DIRECT MEDICAL EDUCATION.  OUR SINULATION INDICATES THAT
APPROXIMATELY $204 PER .CASE WOULD BE uxrnﬁELn FRON ALL
KOSPITALS SO THAT ALL THE TEACHING HOSPITALS COULD RECEIVE
AN AVERAGE OF APPROXIMATELY $qI3 PER CASE FOR runxnscr
MEDICAL EDUCATION,

WE WILL BE CLOSELY MONITORING EXPENDITURES FOR MEDICAL
EDUCATION AS THE SYSTEN PHASES-IN TO A FULLY PROSPECTIVE
FEDERAL RATE, AND WE HOPE TO IDENTIFY IMPROVEMENTS KHICH my
COULD BE MADE IN THE METHOD OF REINBURSEMEN] FOR MERICAL <
EDUCATION COSTS.  AS PART OF THiS EFFORT, THE DEPARTHENT 5.
CURRENTLY SPONSORING A MAJOR" STUDY OF THE FINANCING AND COST
OF GRADUATE MEDICAL EDUCATION. FINDINGS ARE EXPECTED it

- M1D-1985;

. IR ' - A >
IN Apnzrgon. IT MAY BE THAT THE NIGN COSTS ASSDCIATED WITH
TEACHING NOSPITALS ARE RELATED 7O UNMEASURED DIFFEEENCES"IN
CASE MIX ACROSS i?SPITALS: HCF§ 1S CURRENTLY INVESTIGATING
SEVERAL APPROACHES FOR IMPROVING CASE MIX MEASUREMENT. IF
THIS EFFORT IMPROVES OUR A3ILTTY TO MEASURE CASE MIX AND
RESCURCE REQUIREMENTS: THE NECESSITY FOR PROVIDING AN
ALLONANCE FOR INDIRECT MEDICAL EDUCATION COSTS MAY BE

LA

 DIMINISHED, ‘ :

MR.. CHATRMAN, THIS CONCLUDES MY PREPARED STATEMENT, I witl
BE GLAD, TO ANSWER ANY QUESTIONS YOU MAY HAVE, .

.
LY
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STATEMENT OF DR. ROBERT GRAHAM, ADMINISTRATOR, HEALTH
RESOURCES  AND . SERVICES ADMINISTRATION, PUBLIC
HEALTH SERVICE, DEPARTMENT OF HEALTH AND HUMAN
SERVICES
Senator DURENBERGER. Dr. Graham. .

Dr. GrRanAM. Mr. Chairman, as we discussed briefly last Friday,
the Public Health Service interest in the area of graduate medical
education financing derives from our Federal responsibility for
issues such as distribution, access to services and making sure that
the system has an adequate number of individuals properly trained
to de{iver the necessary services, ‘ :

Historically, the PHS has had a major role in developing the ca-

- pacity of that system. The investments that we have made from

the late 1960’s onward lead to a large expansion in the size of med-
ical school and nursing school classes and the expansion of all
other types of health professions training. '

To some extent, this has created the problem that we are dealing
with: how to educg¢e health professionals in a cost-effective and eq-

"uitable fashion. The training programs supported by the Public

Health Service are relatjvely modest. We provide direct grant sup-
port for training programs in family medicine, primary care inter-
nal medicine, and primary care pediatrics. These grants offset
some of the costs of sponsoring and carrying out ‘those programs.
They are specifically in the areas of primary care because that is
the area where we' are trying to work in parinership with the aca-
demic and practicing communities to correct an imbalance in terms
of the percentage of physicians who are in specialty versus primary
‘care medicine. o

However, these and certain other highly focused activities are’
about the limit of our direct role in health professions education
now. We continue, though, to be concerned with the outcome of the
debate, the scope of which you sketched in your opening statement.

The graduate education system is a complicated, pluralistic.
system. Thousands of decisions are made by’ persons across the
country every year in determining how many residency training
positions will be offered in whith specialties and in which locations.
To try to find ways to bring those decisions more in line with na-

. tional policy, and to make them more cost effective raises some

fundamental issues as to how those decisions are made. Decision
making is pluralistic, not centralized.

We also must recognize that there are costs for health profes-
sions education. And the debate should focus on the public role—
Federal, State and other—in supporting those costs for education.
We cannot allow our vision to be obscured by thinking that there is
some way to save money, that somehow these costs are going to be
picked out magically. There \are real costs. S(‘)meone must pay
them. .

As [ have noted, the Public Health Service has a relatively
modest grant role in training health professionals. Our real respon-
sibility is trying to make sure that there is balance in the system,
that the resources are somewhat matched with the needs, that care -
is delivered to people who need it, and that the issues are ap-
proached in a methodical, thoughtful way.

N
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I'm encouraged by some of the issues you raised in your opening
statement. It appears to me that that is the scope that this commit-
~ tee is ready to take on. ‘

But, first, [ think there needs to be some agreement on princi-
ples. If we just concentrate on cost, the principles slip away from
us. And the first principle is who is responsible for cost. Is’it a
public responsibility? Should it come from the “sick fund’'? Should
it come from Medicare-Medicaid revenues? Should it come from in-
surance funds? Or should there be some new way of paying for it?

Regardless of what we think the cost should be, the first princi-
ple’s . who pays. And, I think, we need to come at it from the view
- point of principles first and cost second, rather than cost first and
then hoping we can back into a set.of principles_that we can live
with. This is a tremendously complex, decentralized, pluralistic
system. It has served us exceptionally well over the past two dec-
ades. That's not to say that it is without problems in terms of cost
or internal maldistribution. But it is a system that is functionjng
generally very well. S \

As we change it, because of our concerns about cost and equity, I
" hope that we can .do so after discussing a Set of principles, and not
be driven solely by concern for cost.

Senator DURENBERGER. Thank you, Dr. Graham.

[The prepared written statement of Dr. Graham follows:]
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Mr. Chairman and Nembers of the Subcommit il :
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I &m Dr, Robert Graham, Administiator of the Nealth Resources and Services .
Administration. "1 am Flease to be hg_u to discuss Medicare f\mdinq of Micﬂ
and othar healtd pro{unons education., I ax ﬂpcciany pltlnd by the

iubcomxttu s intnxoit in first examining the p:cnnt :y:un and bow it ix

wOI nan be fore considering lny changes.

,:‘.lcs: of - the Sx:cul§1en af the 1:@0;:‘: of changes in reipbursement for §
educational ?raqum'r.n centered around thegtraiming of the neatly 70,000 o
medical inum@ and tt:idintt in apprmd‘p:oqﬂu. Other p:aq:‘lm dircétly
sponscred by hospitals :‘;rncludq Pursing programe and allied health professions

Frograns, ) A

In ad¢ition to the direct operation of -cd\ucntiaml programs, hospitals
also play a role as the major clinical facilities for Sollegiate sporuond

ProOGrams. Ap reximately 60% of ll* hespitals serve din this capaciyy.,

]
The present Medicare educational reinbursement system is primarily -

focused on the intern and residency prograne with only a small po:tio‘n c‘f
the expenditures directly supporting the other Dealth professions. The
Auécinmn of American Medical Colloées estimated that about B0 percent
of the hé:;;‘i:al costs for residents' salary, fringe benefits, etc. in
1962 c‘.nm- from patient revenue and gener&l operating propriations. The

} "
financing of u:‘hu progranms is some combination of tuiti grants, and
hospital support from other revenues. Often the use of the hospital as a

clinical facility by schools of nursing and allied health programs is

thmugp affiliation agreements in which no meney exchanges H[:nd:.
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Commants with respect to the presant nthaé of Medicare financing a! N

educational programs include th« fanv\d.nqx - . h

o Tha present iv'\dxnc: teaching adju;:mn: wag intended to account fer
vazious factors such as severity of illnpess in teaching hospitals. It

-, therefore shauld not be confused with actual clinical education costs.

*
) 1f madicare wefe no longer to support graduate heatth professions education,

then slternative sources of funds may have to De found., The impact of
such reductions on the health work force itself cannot be .u\tisuu'd at

this time.

o virtually all health professions sducstion involves informal
srfaAngements between the sponsoring academic im:itutionA'lnd t?c | ¢
facilities (mostly hospitals) that p:'evmq ¢linical instructiog.

. Many such u:mquunu (uhxch q&ﬂr hospitals & source of recruitment

and other benefits luch ap undnxic APpointments for hospital st) L)

' S

hatve been ca:ricd out withodt cost so the ncadnni& imlutu:im. The

irpact of these Changes on reimbursement policy'or genesal cbet-cutting '

'

meagures resulting from hospitals eliminating such agreements must be

evaliated in developing an alternative to the current lysun.' ,

» - b

In closing, I would lixe to exmphasize our concern that the present -

system ana proposed alternatives be'studied in ditni; before decisions

are zade. Qur agency, in coordinstion with the Health Care Financing mninistutian,_
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is Deginning to address this issue in some copth'. For exasple,.
a :

. . .
two of our councils, the Natiomal Adeisory Council on Health Professions

3 Education and the National Mdvisory Council on Nurse Training, are
~ * b
. . N ‘ . ¢ !
- assisting us in developing a2 strategy to assass the potential impact of
changes in hospital financing, including Medicare's Prospective Payment
L] ¢ s
‘Systen, on health professions education. .
) . . ' . - .. Ce
" . h oo
I would like to thank you for this opportunity to address this Subcommittee
" L. . ¢ " . .
idnd would be happy toO answer lhy questions. .
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FIGURE 3 (anh}d)
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Senator DureNsxraGixr. I have only one small dxsagreement ‘1
guess. Rather than having the first principle be who pays, I think
the first principle is what is it you want to sell- me. And I don’t
think you would disagree with that. That probably is the thrust of -
these two hearings. What are we buying now? And how is that per-
ceived by the various consumers? .

%take it you wouldn’t disagree with that. ‘

GraHAM.> No. I actually wrote down “who, what, why, and
how much’” But those are the principles that I think have to bé
agreed upon.

Senator DURENBERGER. Have you come to judgment on the role
the"public has been playing in the last 15 years or something like
that? As I perceive the public role, it really hasn’t been a public
role. It has been a series of studies based on articles that have been
written and concern that has been demonstrated about shortages,
or inaccessibility or distribution or whatever. And then a congres-
sional response out of which & very small amount of the public is
involved. And then a couple of years after the problem is at its
most severe, there is some congressional activity in one line of title

7 of the Public Health Services Act or some of these other titles

and/or some kind of capitation for graduate medical education.
And then along about the time the problem is gone and we start

- seeing surpluses, we can’t give up any of these-things. And so 4, or:

H or 6 years later, the so-called public tas to say, “Hey, what are
you spending on that for?”’ -

That strikes me as the way the pubhc has been interfacing with
the problem of needed adequate numbers of health professionals.
What conclusion have you come to about the way we have been
proceeding to involve the public in the last 15 years? ,

Dr. GRAHAM. Prior to 1960, there was little direct involvement on .
the part of the Public Health Service in health professions educa-
tion. Then there developed a general perception that we had a sub-
stantial shortage of most types of health professionals. As a result,
we -embarked upon capacity building, providing money for new
buildings, and more faculty. The schools cooperated. The States re-
sponded with State funds. Capacity grew very rapidly.” e

Senator DURENBERGER. And it covers the wide .spectrum in this
period of time of hxgher education.

‘Dr. GranaM. That's right.

Senator DURENBERGER. | mean we were financing student hous-
ing and a wide variety-of things on mllege campuses all over the
wuntry

Dr. GrRAHAM. There was great concern as to whether the educa-
tional resources of the United States were adequate to meet the de-

" mands of the public and-of thﬁ students. That was. also the time we

were dealing with the baby m. A lot of people didn't know
whefher there were going to places for those kids, for my gen-
eration. That was only 10 to 15|years ago. » -

Starting with the early to rhid-1970's, we saw a change in the
public role. The Public Health! Service moved away from general
open-ended support in mediciné and the other health professions.
Most capitation grants were phased out. PHS moved tQward pro-
grams targeted at primary care, at redistribution, at changing the
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were strengthened. \ i

That's where we are today. There is less money now than there
was 4 or 5 Yyears ago. As'long as there is a general perception that.
there is an adequate and increasing supply of health care profes-
sionals, you will see Public Health %ervice support for health pro-
. fessions éducation remainat a very modest 1eveEo ‘

Senator DURENBERGER. And that whole issue of distributicA and
access I hope we will get into again with you or so ne élse in
our next hearing because you are right. There is a perception out
there that we have solved the problem and there is a surplus. But [
- think there are a lot of ageas of this country which you could go to
today where they would disagree with regard to their.particular
communities or areas. -. -

Dr. GrRaHAM. The single most profound change that will influ-
ence the practice of medicine over the next 10 years is the ver
large increase in the number of practicing physicians. Intellectual-
ly we haveé a difficult time dealing with what it will mean that by
" the mid to late 1990’s there will be 40 percent more practicing phy-
si¢ians in the United States than there are today. But those num-
bérs are there. The physicians are®in the pipeline. They are going
. to charge the face of the policy issues that we are dealing with.

Senator DURENBERGER. 'Let me ask you a question relating to a
specific population. That’s the one largely covered by Medicare, the
elderly. All the demographiés point to a substantially increasing
number of elderly. And, obviously, we expect to see a rather sub-

stantial demand for health care which is gggred to treating chronic -

and other conditions associated with that age group.

I have been given the impression by a variety of people, includ-
ing thgfellow that is leaving as head of the medical school in Mirl®
nesotd} and going off to, in effect, study one specialty, I think, that
particularly affects the aging. There is an awful lot that we yet
need to knpw about the problems, health problems, that face the
aging in this country. In the Public Health Service, are you plan-
ning any particular programs or recommendations that might.be
targeted toward solving that problem? Or would it be appropriate
for us to conclude that academic and medical center environments
are probably the best places to solve that problem beca f the
particular mix of talents tt{at you would look for to concenirate on’
these problems of aging? | . ) K

Dr. GrRaAHAM. We are doing two tfﬁn s that respond to that prob-
lem. One is narrow and targeted amé‘b%}&‘ls more general. In a tar-
geted fashion, our agency isyworking with the National Igstitute of
Aging on several projects that relate to the development of geriat-
ric curriculuins for the various health disCiplines. We feel that
there is a need to further develop a cadre of healt® profegsionals—
physicians, dentists, nurses, pharmacists, who have special compe-
tence in the area of geriatrics. '

However, in the broader sense, we must be able to train over the *
next 5 to 10 years a stable population of primary care providers
whao can care for individuals in the mainstream. I do not think that
the answer to providing services to our aging population is to pro-
vide those services only through geriatricians. Those services
should be provided through broadly trained, generalist physicians,
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who have the consultmg resources of the geriatricians to rely on in
particularly complicated cases. We should not sequester our elderly

" population for treatment by physiciang in a totally new medical
specialty.

Senator DURENBERGER. | wonder if that's a bridge—and this is .
only a recollection to Dr. Desmarais—I thought I saw in your state-
.ment, or maybe it was somebody else’s, some indication that the
way the present rexmbumement system for indirect medical educa- -

* tion works is that such t ‘as family practice specialties were
probably not compensated as Well as some other specialties, and
that some of the work was done outside of the hospital, and so
feffh. That was not your statement? .

¥ Dr. Desmarals. Nat my statement. But certainly it's true that

the indirect a ustments are only ar mpatxent care, so the extent
of outpatient ca¥ wouldn’t be reflected in the indirect medical edu-
cation adjustments.

Seriator DURENBERGER:. Why 't you pick up on that sub)ect a
little.bit and tell me the way we are reimbursing today,
-are we, in effect, skewing m some way the reimbursement syste
-in favor of certain medi 1alt1es and away from othe

Dr. Desmaras. Well, we don’t believe we are. Certainl{fiphe way
we_ reimburse today is largely/a historic ﬁeenomenon and a judg-

. ment heing made that until somethmg else was done, that Medi-
care ou,ght to pay its share of the medical education costs. And
each m%ern anﬁvery resident in the facjlity has the same count, if

r you will—~they have the same value for purposes of mdlrect,medl- N

. . cal edugation adjustmenrt; And certainly most programs have an in-

; patient component, a ry large inpatient component.

bena{or DurenBERGER. I think your statement says that there

aren't any incentives, or very few, if any, incentives in the current Lo

¢ reimbursement system to restrain medical ediication costg under

the Jedicare program. Is that correct? ‘

Dr. Desmagais: That's true. On the direct side is the cog¥ pass-
through. So ur™ something edse occurs, there is fo incentive there.

And on the indirect side, there is a4 formula. And unless the formu- - °
la is changed from #1.59 p,e?ent——or some similar number based
on_up to date data t sifiply factored in, every case results in

an’ additional 11. 59-percent reimbursement in a teaching hospital

for every\0.1 ratio of intepns and residents to beds. -
bena r\DURENBERGER. Now what's Ehe evidence out there that

scmﬁe taking advantage of thqt\lack of incentive? Is there

any yet?

Dr. DesMmarals. We really don’'t have any evidence yet of the ap-
propriateness or~inappropriateness of that number. ‘Clearly, that
was a judgment Congress reached feeling that, wjthout doubling, it
was inadeguate to support ye'“teai.h-mg prugrams and so it was
doubled.

Senator DURENBERGER. Can you give me a little scoping of where
the gra®®te medical education is being. provided in this country?
Who are th beneficiaries of graduate medical education? In terms
of whether the numbers are concentrajed, whether there are any

people in rural areas benefiting in any way from graduate medical - -
educatmn programs’? Are there drﬂ&rgl;?’ei%ngng various types of
hospitals? In other words, a teachmg ospi t is gart of an

ﬁ * '
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academic medical center as opposed to some others? What does the
landscape look like across the country right now?" -
Dr. DesmaArals. Well, certainly it should come as no surprise that
the bulk of the teaching hospitals are located in urban areas. In

fact, T think of hospitals under prospective f:ayment, of the total

teaching hospitals, there are only 56 of them located in rural areas.
And the total is 772. So the bulk of them.do fall in urban areas.
I'm not sure if we have other data that would indicate exactly who
receives the care. oo :

Senator DURENBERGER. What's the consequence of that, in your
opinion? l ‘

Dr. Desmarais. Well, the consequence of that, I think, is that if
you are in a rural area, it's very likely that you will have to travel
to a nearby urban aréa to receive specialized care in a teaching set-
ting. For those who receive care in teaching centers, there are ad-
vantages and disadvantages to that care, obviously. Some feel
that's the best ®are. Others feel, well, they don’t like to be pdked by
medical students and so on. So some peOpie seek out tertiary care
in a teaching setting and others don't. 1 guess it depends on the
problem that confronts that patient and the physicians who do the
referring. :

Senator DURENBERGER. What kind of market is there out there
for residents? Is there a lot of competition among hospitals for resi-
dents? On what basis are decisions made about where all of these
residents.go? . |

Dr. Desmarais. There is certainly a lot éf competition. We are
reaching the point where there is an intern or resident waiting fo¥
nearly every slot in a hospital. And perhaps Dr. Graham wonld
want to elaborate on that. So there is a fair amount of competition.

Basically, the system is a matching system so that medical stu-
dents in their fourth year are matched to ‘“the facility of their
¢hotee.” It may be their fourth choice or their fifth choice, but it’s
the facility of their choice through a computerized mgtch system.

Senator DUrRENBERGER. Do you want to expand on tha¥, Bob?

Dr. GrAHAM. Y@s. It's kind of like committee assignments.

" [Laughter.] .

The competition among residents is for a hospital or a training
program. Most of the hospitals and the training programs review
the credentials of the more qualified applicants. %‘hmugh ‘a comput-
erized matching system, they select those they érefer. They try to
match highest choices of residents with highest choices of pro-
grams. :

A related phenomenon going on now is df major concern te u§, to

academic medicine. There is a possibility that because of uncertain-
ties, new reimbursement systems, and the cost of graduate medical
education and hospitals, the number of total residency positions
may decrease not only modestly but precipitously. We could come
to a situation in the relatively near future where there would not

even be enough residency positions in the United Stated for all of -

our medical graduates. We are not in that position now, but we are
much closer to it than we were 5 or 6 years ago.

As economic incentives change in the teaching hospitals, there is
less and less of a passthrough psychology« Formerly it didn't make
any difference if there were eight surgical sponsors; those costs
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were just passed through. If I thought I needed a faculty of 10, 1
could have 10. Now the incentives may well pit the hospital admin-
istrator against the program chairman. The administrator may not
be sure if the hospital can afford eight. How afgqut gix?

If that happens program by program in a decentralized fashion

_with not everyone knowing what.everybody else is doing, we coul

lose a fairly large number of positions in a year or two. -

Senator DURENBERGER. You are probably right that we could get
on this one for some period of time, and maybe that is ail area that
I would ask you to respond in writing.
~I am curious to know, obviously, if the competition is really
among residents for slots to get to be one, two, three, four. If |
could crawl inside that computer, who is No. 1, who+is No. 2. 1
assume I could tell if I just looked through that computer. I could
tell which of the teaching hospitals in the country'is the one that
the most people would like to go to. And then I would ask ques-
tions about why. . ' , -

Dr. GRaHAM. It may vary program by program.

Senator DURENBERGER. That I understand.

Dr. GranaMm. The most attractive internal medicine, programs
may be in the hospital that does not have an attractive surgery
program. . . :

Senator DURENBERGER. I understand that. But I could theoreti--
cally get inside this computer and look over a couple or 3 or 4
years and I would find out by reputation who is No. 1. ’

Dr. DesMaRrALs. It's a very individualized situation. The intern,
the potential intern, may be looking for a part of the country to
settle in or looking for a particular professor to work under to do
specific research. It just varies tremendously, and it certainly
varies by program because ope part of the country may have the
best pediatric program and another part may have the best inter-
nal medicine program. And those numbers, of course—there is a lot
of competition between our educational centers as well.

Senator DURENBERGER. I take it also that it might require a little
elaboration for you to define the word “afford” in the sense of the
negotiation between the hospital administrator and the people that
want the residency position. And I may ask that question of some
of the people from the teaching hospitals.

I have a dozen other questions of each of you that I will submit
to you in writing. My appreciation to both of you for being here,
and we will see you again at the next hearing.

Dr. Drsmarais. Thank you.

Dr. Granam. Thank you.

Senator DURENBERGER. Our next panel consists of Dr. John A.D.

'‘Cooper, president of the Association of American Medical Colleges;

C. Thomas Smith, president of Yale-New Haven Hospital, New
Haven, CT, on behalf of the Association of AmericAn Medical Col-
leges; Dr. Edward Stemmler, dean of the School of Medicine, Uni-
versity of Pennsylvania, on behalf of the Association of American
Medical Colleges. o . '
Gentlemen, [ believe you were all here for the opening state-
ment. You have soge feel for the scopt of the hearing today judg-
ing from your prepared statements. You have gone beyondJ the
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scope in being helpful to us. And, personally, 1 appreciate that a
great deal.

So vour entire statements, together with any responses to ques-
tions that we may submit to you in writing, will be made part of
the record. And you may proceed to summarize those statements in
whatever order you would like to go.

Dr. Stemamler? *

Dr. StemMLER. Yes, thank you, Mr. Chairman.

STATEMENT OF DR. EDWARD J. STEMMLER, DEAN OF THE

" SCHOOL OF MEDICINE, UNIVERSITY OF PENNSYLVANIA, ON
BEHALF OF THE ASSOCIATION OF AMERICAN MEDICAL COL-
LEGES, WASHINGTON, DC

Dr. StemmLER. First, I must comment that Dr. Cooper unfortu-
nately could not be at this hearing. But nonetheless I' want you to
know the association is well represented. _ ) )
Senator DURENBERGER. I came to that same conclusion. {Laugh-
ter.] : : :
* Dr. Stemmrer. Mr. Chairman., and members of the commit-
tee——

Senator DURENBERGER. We had another of your colleagues in
here on Friday that couldn’t be here today. It was also more than
adequately represented.

Dr. Stemmier. Well, I'm Dr. Edward J. Stemmler. I'm dean of
the school of medicine of the University of Pennsylvania. And let
nte first say that our association, on whose behalf I dppear, wel-
comes the opportunity to address this committee. :

While the major focus of today’s hearing is on the financing of
graduate medical education, it is my understanding that the com-
mittee has expressed an interest in securing a broader picture of
how medical education is financed; particularly, at the undergradu-
ate level. Therefore, my presentation will address. this broader
issue. First, from the point of view of the student. And then from
the point of view of the medical school. - ’

Now the task confronting the medical student is somel®w to pay
for tuition. fees, and living expenses for a 4-year course in under-
graduate medical education. I will refer to a series of figures which
are attached to my testimony, and take this opportunity to point
out that figure 3 in that set of figures has been revised because of a
certain inaccuracy in the figure that we provided in our lengthy
statement. . )

But in figure 1, we show that on the average tuitions and fees
have risen substantially over the last quarter of a century, both in
current and constant terms. However, many State governments
have held these charges down, and thereby have essentially provid-
ed a partial scholarship to students attending the publicly support-
ed schools.

Students fund their tuition and living costs through out of pocket
expenditures, through scholarships, or through borrowing. A small,
diminishing fraction of seniors. 26 percent in 1979 and 12 percent
in 19%4, reported no debt at the time of graduation. Included in
this group were those whose total support was derived from person-
al or family resources or from scholarship assistance.
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The availuble sources ,af/?c}mlarship funds are shown on that re-
vised' figure 3. Most-are service contingent. The noncontingent Fed-
eral scholarship money for studéhts and exceptional finan®al need
is small and is shrinkifg. - _ ‘

At the time of graduation, a large and growing fraction of sen-
iors—74 percent in 1978 and 88 percent in 1{84—report that they
have incurred debts to finance their education. As shown in figure.
3..the sources from which the educational funds are borrowed are
displayed. A low-cost Guaranteed Student Loan, the GSL Program,
is by far the most heavily utilized. But as statutory borrowing
limits on this instrument. are exhausted, students have increasingly
turned to the high~ost Health Education Assistance”Loan Program
HEAL]. The latter also federally guaranteed is expanding rapidly.

evolving funds of modest size, composed of institutional and .
matching Federal contributions under a national direct student
loan and health profession student. loan programs have provided

< many students small low-cost loans. , S

Tg} service contingent scholarship programs, the National Health
Service Corps, and the Armed Forces Health Profession Scholar-
ship Programs, designed to meet the personhel needs of the Feder-
al Government have been available to students willing to make the

“  prescribed commitments, although the NHSC Program has been
— curtailed in recent years. P

Figure 4 shows the total dollars loaned, the numbers of loans
originated, and fhe average loan size for eacﬁl of these loan pro-
grams for the lat 2 academic years. - .

Figure 5 displays other important- data on senior students who
accrued debt in order to finance their education. The number has
increased substantially. In the last 5 years, the mean debt has
almost doubled. The fraction ‘with debt in excess of $30,000 has
almost tripled, and the fraction whose debt exceeds $50,000 has
almost quintupled. .

In the face of these data, one cannot suppress a deep concern
that the current high costs of medical education threaten to make

! it difficult for anyone but those from wealthy families to undertake
N a course in medical studies. )

Let's turn to the medical schools. In any discussion of medical .
school financing, it is essential to recognize that the function of
these institutions and their faculties is no longer simply to produce
physicians. Other faculty activities—educatiop programs for an ex-
tensive array of medical specialists and subspecialists and of other
health professionals, a steady flow of basic and clinical research re-
sults, frequent contributions to technological developments and im-.
provement, a large volume of medical service in both inpatient and
outpatient settings, and a host of others, including community out-
reach activities, Virtually all individual faculty members are en-
gaged in multiple functions. : )

Medical schools derive income from both government and non-
governmental sources for the operation of programs in education,
research, and patient care. About 38 percent of the total revenue
budget is earmarked for sponsored or restricted programs with the -
remainder available for general operations. And summary data on
these revenue streams in both current and constant dollars is
shown in figures 6A through 6D.

L ]

LS

‘ 60



i " @ ’ ’ . <
3
BT N

Federal research uwards are a major source of revenue for medi-
cal schools. In 198Z-84, 16.7 percent of public and 24.5 percent of
private school revenues—and I must emphasize equal and offset-
ting expenditures were derived from Federal research awards. Ac-
tivities supported through these funds have, over the last several

decades, contributed enormously to the exciting intellectual ambi-.
k

ance of U.S. medical schools and the frontiers of knowledge have
been steadily and relentlessly pushed back.

Other Federal income includes the words under Federal training,
education and service programs. And, principally, reimbursements
for e\xpendxtures mcurred in indirect costs on federally sponsored
programs.

Public schools derwe a subbtantml 36 percent of their revenues
from the regular appropriations of State educational institutions.

"They are to variable degrees subject to expenditure limitations.

Tuitions and fees account for about 6 percent of medical school
revenues—3 percent for the public and 9 percent for the private
schools. This income estimated to reimburse only about 10 to 20
percent of the cost to the instititions for educating student& still
constitutes-a severe burden to the students.

The medical service revenues come principally from professional

fees generated by faculty members from their patient care activi-
© ties. In addition, affiliated hospitals reimburse medical schools for

that part of a faculty member’'s time and effort devoted to activities
that are essentially hospital specific. -

In 1982-83, this source accounted for 26.5 percer;t of -the gross
revenues of the public, and 36 percent of the private schools.

Over an extended period, the relative importance of the several
revenue streams has changed, as shown in figure 7. Federal
sources, principally research, reached a peak in the mid-1960's, but
subsequently fell to about 25 percent. Federal manpower expendi-
tures and medical school revenues therefrom, including capitation
awards after a mediocre rise in the mid-1960’s, declined precipi-
touslv as public and congressional concerns over a physician
burden became less urgent.

Tuition income, while increasing both mn current and constant
dollars, remained a relatively small and steady source of income.
State and local government confributions have increased both abso-
lutely and relatively. This is attributable to the fact that the lion's
share of the recent expansion of medical school capacity was under
the aegis of the States.

Revenue from medical service is the most rapidly growing source
of income for all schools.

[ hope this presentation has been mtormdtwe And 1 must say
it’s the fastest briefing on medical school financing that I have ever
given. And [ will be happy to answer any questxons Mr. Chairman,
that vou might want to ask. ,

Senator DureNBERGER. Thank you very much.

[The prepared written statement of Dr. Stemmler follows:]

v
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‘ TESTINONY
QF THE
ASSOCIATION OF AMERICAN MEDICAL COLLEGES

’
[

- FINANCING OF UNDERGRAQUATE AND GRADUATE MEDICAL EDUCATICK
.
Mr. Chairman and Mesbers of the Cn-nftgce. I am Dr, Edward J. Sta-niér;
Dacn of the School of Medicine of the Univers?ty of Pennsylvanta. Let me 7
firs: say that the Asocfatfon of American Medical Coliegcs, on uhose behalf i

appear, we!cnucs the opportunity ta address this Committes.

While the major focus of today's hearing is on the financing of graduate

medical education, it is my understandfng that the Committee hfjfiliressed an

- interest in securing a brnaéer'pfc:ure of how sedical education is financed,

particularly at the undergraduate !évet.‘ Tnerofore; my presentation will ad-
dress this broader issuegfirst from the point of view of the student, and
# ‘

then from that of the madical’ school,

How Students Finance Their Education

&

The task confronting the medical student is, somehow, to pay for tuftion.
fees and living expenses durﬁnq a four year course of undergraduate aedical
education. )

.

As shown in ?igure 1, on the average tuition and fees haye risen substan-
tiaily over the last quarter of & century, {n both current and constant terms.
However, many state govermments have held these.chtrges down and, thereby,
have ?ssentialty provided a partial scholarship to students cttendiqg pubiic
schools. \ ) .

Students fund thefr tuition and Viving costs through “out-of-pocket” ex-

penditures, scholarships or borrowing.

A small and diminishing fraction of senfors---26% tn 1979 and 12% in
: Y
1968--~repqrted no debt at the time of graduation. Included in this group are

those whose total support was were derfved from personal or fam{ly

~

+
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resources, or from scholarship Assist:nc§. The avaitable sources of scholar-
sﬁfp funds are shown in Figure 3. Most are service contingent; the non-
contingent Federal scholarship money, for students fn exceptional financial

needt, is small and shrinking, '

At the time of graduation a large and growing fraction of senfors---74%
tn 1978 and 88% fn 1984---report that they have incurred debt to finance their

education, Also shown in Figure 3 are the sources from uhich‘educatfona!

e

The Tow cost Guaranteed Student Loan {GSL) program {s by far the most
heavily utilfzed. But as statutory borrowing Vimits on this instrument are
- . .
exhausted, students have Increasingly turned to the high cost Health Education

Assistance Loan (HEAL) program, The latter, also federally guaranteed, is

expanding rapidly. Revolving fundg of modest size, composed of tnstitutfanq!

O

and matching Federal contributions under the National Direct Student Loan-
(NOSL) and Health Prgf.ssioﬁs Student Loan (HPSL} programs, have provided many

students small Tow cdst,loans.

»

f-o service contingent scholarship pragrans---the thfoﬁal Heath Service
Carps (NHSC) and the Armed Forces bealth Professions (AFHP) scholarship pro-
grams---designed to ;eet the personnel needs of the Fedérz} government, have -
been available to students willing toj-ake the preécr1bed cafaftuents. al-

though the NHSC program has been curtailed in recent years.

Figure 4 shéws the total dollars loaned, the number of loans originated
and the average loan size for each of these loan programs for the last two

academic years.

P



[N

ERIC:

Aruitoxt provided by Eic:

3 : -
Figute 5 displays other important data on seaior students who accruye debt
in order to finance :neirveduéatienﬂ The number has. increased substantially
in the last five years, the mean debt has aimost doubled; the fraction with

. .
debt in excess of $30,000 has aimost tripled; and the fraction whose dedbt ex-

ceeds 350,000 ngs more thin quintupled. -

In the face of these data, one cannot suppress a deep concern that the
a :
current high costs of medical education threaten to make it difficult for any-

but those from wealthy familiespto undertake a course of medical studies.

How Medical Schools Are Financed

In any dis;ussien of medical school financing, it ¢s essentfal to recog-
nize that the function of these institutions and their faculties is no longer
simply to produce physicians. Other faculty activities yield: educational
programs for an extensive array of uedicaf specialists and subspecialists\Snd
of other health professionals; a sgcldy flow of basic and c¢linfcal resea;ch
results; frequent contributfons to technalogfcal deve?opments.and improve-
ments; a large volume gf medical service, in both inpatient and outpatient

settings; and a host of other, tncluding community odtreacn, activities., Vir-

tually all 3ndividual faculty members are engaged in mu‘tiple functions.
{ - ‘
_Hedical schools derﬁvg‘income from both government and non-governnent
sources for the operation of proyrams fn edﬁgatian, research and patiént care.
About 38% of this is earmarked for sponsored oF restricted programs, with the
remainde- available for general operations. Summary data on these revenue
st~eams {n both current and canstang dollars, is shown in Figures 6A through

.
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Federal resesrch {w:rcs are & iuBor source of revenue for sedfcai‘

schools. In 1982-1983, 16.7% of pudlic and 24.5% of private school
revenues---and equal and off-setting exéenditures--:rert &erfve& from Federal

research awards, Activities supported through these funds have, over the last

several. decades, contributed enormousiy to the exciting intellectual ambiance a

of U.S, medical schools, as the frontiers of knowledge have been steadily and

rejentlessly pushed back. . 'ﬁf.w B

Other Federal -income includes awards under Federal training, education

and serv€;1§prcgrams and, principally, reimbursesents for expnnéftures fn-

curred for indigect costs on Federally sponsored programs,

Public schools derive a substantial (3§S) amgunt of their revenues from
the reqular appropristions for state educational institutions; they are, to

variable degrees, subject to expenditure limitations,

Tuition and fees account for about 6% of medical schodt Eévenues. 3% for
“wediic, and 9% for private, schools. This fncome estimated to reimburse only
10-20% of the costs to the institutions fng educating them, still constitutes "

& severe burden on the students,

The mecical service revenues Eune principadly from professional fees
generated by faculty members from their patient care activities. In addition,
afffifated hospitals reimburse medical schools for that part of a faculty mem-
ber's time and effort devoted to activities that are essentially hospital
specific, In‘Igszc)QSS, this sour;e accounted for 26.5; of the gross revenues
of the public, and 361 of the private."scnools: *

-

’

Over an extended epoch, the relative impo?tance of the several revenue

streams has changed, as shown in Figure 7, Federal sources, principally
&N

4
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| research, resched a,peak 10 the mid-60's but subsequently feld to about 25%.

‘ Federal manpower gxgénsiture§---and meaical schaol revenues tﬁ;réfro---
_fnclud{ng c;pf;aiion‘auardﬁ.‘aftér a seteoric rise in the gid-so‘s. dectined «
precipﬁtouslyfgs public and Congressional‘concérns aover a physician sﬁortagé
becawe less urgent. Tuition Income, while increasing .4n bOth current and con-
stant dollars, remsined a relatively smatl and steady squrce oif_fncm?u. state
and ltocal gnvérn-ent-contrfbﬁtiaﬁs have {ncreased both absolutely and re}i- R
iivcly. This is atgr?butabTe to the fact that the lion’s share of the recent
expansion of medical s;noc\ capacity was under the aegis of the states.

. {
'Revenue from medical service {s the most rapidly growing source aof income for

tﬁe schools,

!
. i }
. e { hope this presentation has been informative on the financing .of under-
qraduate medical educatifon, I would be happy tc answer any gquestions that it

" has evoked. Thank you.
. [}
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FIGME 3 {Revised)

. *
Kl
)Y
MNSOURCES OF STUDENT FINARCIAL KSSISTANCE, 1974-75 THROUGH 1982-83
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Heaith Egducation

Assistance Loans - - - - 840 4,289  15,X2 33,166 50,436

National Direct
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PLUS Loans - - - - - - - 2,004 11,25%6
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Year

1978-78

-

1978-80

1960-81
198182
1982-83
198384

Debt Status of Senior Medical Students
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FIGURE &

1978-79 13 1953-84

*
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Indedted Indedtad
Percant of Nean Debt Seniars with Sentors .
Seniors 0f Senfors Debt Over with Debt %
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7% 17,232 T4 WA
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STATEMENT OF €. THOMAS SMITH. PRESIDENT. YALE-NEW
HAVEN HOSPITAL, NEW HAVEN, CT, ON BEHALF OF THE ASSO-
CIATION OF AMERICAN MEDICAL COLLEGES, WASHINGTON, DC

Senator DURENBERGER. Tom, are you going to pick up the rest of -
this statement? ' L :

Mr. Ssuth. 1 would be happy to now or at your pleasure.

Senator DURENBERGER. Dr. Stemmler did a very good job of high-

- lighting what looks like about the first half. And the next one is

entitled “Graduate Medical Education.” And it has a subtitle here
called “Contemporary Graduate Medical Education.” [Lsxu%l ter.]

And you are in charge of one of those. Why don't -you highlight
that portion? i ' '

Mr. SmitH. I would be pleased to, Mr. Chairman.

I'm Tom Smith, a member of the administrative board of the as-
sociation’s Council of Teaching Hospitals. 1 appreciate the opportu-
nity to share these concerns with you. ‘

,As a president of a major terti care teaching hospital, let me

Fut my observation in context. Yale-New Haven Hggpital in New
laven, CT, is‘an 863 bed and bassinet facility in whigh an average

day witnesses 16 new births, 100 admissions, 200 visits in the emer-

- sency trauma facility, and another 700 in our outpatient center.

. %)perating under the aegis of a regulatory agency, the Connecticut
Commission on Hospitals and Health Care, the hospital has an ex-
pense budget of approximately $180 million and employs about
4,000 individuals. )

This morning, the Yale-New Haven Hospital began its second
year under Medicare's prospective payment system. In addition to
the basic tertiary services which we offer, Yale-New Haven is the
primary clinical training site for the Yale University School of -
Medicine, which has approximately 100 students per class. The hos-
pital operates 18 residency programs with 250 residents and 50
clinical fellows in training. o

Through my ¢ r, I have had the opportunity to work at five

‘dhospitals, all of which have been teaching institutions, but which
have varied*in a substantial degree in the level of their teaching
engagement. I'm pleased to say one of those was the University of
Minnesota Hospitals and Clinics. '

Based on that experience, [ would like to emphasize five points

that are in the written testimony. : B
First, teat\*%i’:i hospitals fulfill a vital responsibility for our
health care system. In order to maintain and replenish the Na-

tion's supply of physicians, these hospitals advance knowledge
based on temporary medicine, provide backup and specialized su

port for community hospitals,-care for the most severely ill, pravide
access for the poor and for those with limited resources. These re-

sponsibilities are not organized in separate corporate divisions with
carefully distinguished revenues and expenses. These services and
responsibilities are provided simultaneously in a complex, highly
interdependent enterprise. Therefore, I would caution against
thinking that special needs of teaching hospitals can be addressed
by a series of independent modifications to the prospective pay-
‘ment system. Fven a subsidy for direct graduate medical education
costs will be insufficient to insure the financial survival of major

L | S
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teaching hospitals unless added supportsis also aiiabé“for the
verely ill patients, regionalized services, technology development,
and charity care.

Second. in the last two decades, teaching hospitals have respond-
ed to the national mandate to increase the number of trained phy-
sicians. Completion of medical school doesn’t mean a young man or
womun is prepared to enter independent practice! An intense clini-
cal training period must complement undergraduate medical edu-
cation. As medical schools have grown and expanded in the last 20
years in response to Federal health manpower initiatives, teaching
hospitals added the necessary residency training positions. Al-
though now a cause of concern, cost reimbursement for direct resi-
dency training costs and recognition of the added hospital costs
found to consistently accompany residency training, has allowed
hospitals to provide an accredited residency for each graduating
senior. Meeting this obligation of our medical school graduates is a
major benefit in the present system and one that should not be
overlooked. Any significant change must be in concert with the
production of medical school graduates. v -

Third, teaching hospitals vary in their educational intensity and
that variation is related both to the cost of providing graduate
medical education and the special services of the hospital. A teach-
ing hospital with 200 residents in 20 programs is very different
from one with 25 residents in 3 programs. In a major teaching hos-
pital, the whole institution must be devoted and maintained to sup-

~port the dual missions of patient care and education. In smaller

teaching hospitals, residency training is more clearly an incremen-
tal program and expense. Xs new alternatives for financing GME
are considered, the needs of the relatively small number of compre-
hensive medical center hospitals- must be given special consider-
ation in addition to the needs of the affiliated community hospitals
with more limited programs. -

Fourth, Medicare provides teaching hospitals with cost reim-
bursement for the ditect costs of training health personnel, includ-
ing residents, plus a price adjustment in the DRG rates for indirect
costs. The direct cost passthrough is easily understood, but the resi-
dent-to-bed adjustment is confusing because it's entitled the “indi-
rect adjustment for costs accompanying medical education.” Given
this label, some incorrectly see this adjustment as solely for un-
measured medical education costs, However, the AAMC believes
the adjustment is necessary primarily due to patient care costs
which are inudequately measured by an average price DRG system.
We agree with the Senate report which accompanied the prospec-
tive payment system which you quoted in -your opening remarks.

While the statistical value of the adjustment may change as the
DRG's are recalibrated and the wage index is improved and the
system itsell™m refined, we urge the subcommittee to remember
that the resident to bed adjustment is as important to maintaining
thed teaching hospital's capabilities as s the direct cost pass-
through.

Finally. encouraging price competition in the delivery of health
services makes sense only if all aspects of production are equal,
The production of common products lends itself to a national aver-
age price. with providers challenged to operate efficiently. Howev-
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er, the product produced by all hoepitals are not the same, nor are

the conditions under which they operate. Teaching hospitals are es- -

pecially vulnerable under a competitive apppbach, absent special
consideration for their multiple societal contributions. The
strengths of our health care system will remain only if competition

‘is equitable and if it provides the necessary financial recognition to .

hospitals with different misstons and needs.
.. Teaching hospitals are a diverse group of highly complex institu-
tions which we believe require special consideration. The current
reexamination of national policies in light of limited public re-
sources places teaching hospitals and their vital activities at signif-
icant risk. If national policies recognize the distinctive characteris-
tics, their fundamental missions can be preserved. If these institu-
tions are not given special consideration their capability to sustain
their societal contributions will be jeopardized. . C
The rich history of teaching hospitals indicates that they are
willing and capable of adapting to changes, circumstances and in-

centives. Their contributions require policies which make that pos- .

sible. - :
Thank you, Senator.
Senator DUReENBERGER. Thank you. |
[The prepared written statement of Mr. C. Thomas Smith an

Dr.:Edward J. Stemmler follows:] ‘ i

™

#
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The Association of Amerfcan Medical Colleges welcomes the opportunity to

testify st this hearing on” medical education funding by the Nedicare program. As

" requested by Subcommittee staff, this statement describes present farr'mgmnts

for ‘hnmcmg both undergraduate and graduate medical education. In financing
underyradudte or pre-MD medical education (UGME), Medicare assists medical
schootls only by payﬁlng far:ui:y phygici’ans for professional medical end surgig&l
services prorided directly to Medicare h'nncficiarics'. These services are paivd on
thev same fee-for- sevice basis Medicare Jses to pay physicians generally. fn~
financing graduate neéiu? edu:atinn {GME), or residency training, Nedi:ar&p?ays
4 stgmhcant role tﬂraugh the payment of the direct medical educlﬂon
passthrough and the increased payment of the resident-to-bed adjustment.
he o 1
The ARNC, uh%cq_gepreseﬂts a1l of the nation's medical schools, 73 academic

program, 19. mmy Snt&rested in all aspects of medical education in the United
Stftes. If future generations of Americans are to have appropriate access to
well-trained pnysiéims. we must continue tc}\hintain and strengthen ocur medical
education system, including its residency training component. Moreover, we must
maintain :he*upabﬂtties and strer.zqths of our system in the face of dramatic
changes in the environment faced by teathing hospitals, medical schools and

clinical facyity,
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1, UNDERGKAQUATE MEDICAL EDUCATION

'
-

Wntle-the focus of today's hearings is the financing of ygraduate medical
education, the Comnittee has expressed an inferest 4n securing a wmore general

purtrait of how medical education is financed, particularly at the undergradu-

ate Tevel, ® Therefore, the first part of this presentation, intended to com-

plement the one onlgraduate medical education that will follow, will address

the more gene-al financing tssue, first from the point of view of the

students---how they meet the costs of tuition, suppliies and living expenses—--

‘ '
and then from the point of view of the medical school, .

How Students Finance Their Eddcatfon

I
[
l
f

\ .

It falls upon medical students to finance, soﬁehow. the tuition and fees

charged them as well as their living expenses for ﬁuur years of undergraduate
|

. ,
medical education., From the point of view of the itudent, medical education

|
is expensive. %

|
x

Tultion and fees, in terms of national mediansl are shown 4n Figure 1,

For 1958-1984, median private school tuition was §12,108, up from $1,050 4n
) i

1960-1981 cau{aﬁab!e tuitions for public schools ar* $3,682 and $498. Infla-
tion, other costs, and the policies of state and fedérai government account
for the chanyes. Clearly the severe inflation experfénced in the 1970's is
important. But even after adjusting for inflation, the real increases from

1960-1961 to 1983-1984 were 340% and 220%, bespéctively; for private and

public schools.  The pudblic schools, whose tuitions have always been less than

79
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those of the private schools, have Dy policy maintained Tow tuition.charges.
Since the cbsts of education are bl:iﬂi%!y tha same in both public and private
f%nstttuticns, the aifference bqtunca the tuition levels {n thase yenres of
schaols can be thought of as a par:tc? schplarship-for the stugents enrolled
in state schools. When capitation awsrds began to deciine-sharply in the late

1970%s, private schools increased tuition by an awount about equivalent to the

lost ‘Federal subsfdy {Figure 2).
. »

Although ¢ number of loan and, to a lesser extent, scho}aﬁship programs
are available 1@ "cal-studen:s, the current costs of medical education
threaten to make it difficult for any but those from wealthy families to

aspire to careers in medicine,: -
. ‘ < ,
JLiving expenses have by and large_rgfilcted general economic conditiens.

I
Based on the annual AAMC survey, these have risen in the last seven years from
N\

an average of $2.376 in 19?5-1(7 to §7,098 fn 1983-1984.

.

Funding of Losts,

-

In yeneral, students fund their education costs through *out-of-pocket”

expenditures, schelarships or borrowing.

Non-borrowing. A emall and diminishiny fraction of sénfors~---26% in 1979 ‘
and 12% th 1984---reported no dedt at the time of gr;duation. This group in-
cludes those whose total educational costs were derived trom their personal or -
family resources, from Armed forces or th;gnai Health Service Corps scholar-

'

ships, or from other scholarship funds, The availadlie sources and magnitude
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of schalarship funds are shown in Figure 3. Non-service contingent Federal

-~
scholarshipy money, for studeats in exceptional financial ‘need, has always been
sl and is shrinking even furthec, both {n real and absolute terws, .
Borrowing., At the ‘tine of gr‘ac&uat{on 4 large and growing fraction of
seniors---74% in 1978 and 88% in 1984---report dedt incurred for educational ,\:

purposes. Borrowed funds are derived, as shown in Figure 3, from a numder of .,
sources: . Lo : ‘—~“‘\\

o frowm conventignal private sources, to a small extent;

-

o from private saurces, under Federal guarantee, through the relatively

Tow cost Ggaranteed Studen( Loan (GSL) progra and through the nigner

cogt (91 day Treasury Bﬂl plus 3.5% interest rate plus 2. 01 ?nswance

premiun par year) Health Fducation Assistance Loans {HEAL): .
o frog the matching revolving funds, establishad Jointly _with Federal \ .
and schogl resources, under the National D*I"ect Student Loan (NDSL L]

and Health Profession Student Loin {HPSL) programs; and

0 from the loan funds accumulated by the schools themselves,

The most recgnt pattarns of usage of the aig portfe‘_‘o available to medi-
»

cal students are depicted 4n Figure 4.
-
A}

o By far the most important assistance program for medical students is .
:‘f =
‘and has been the Guaranteed Student Loan (GSL) Program, which provided

avePNSISB million to 38,608 students in 1982-1883, This program

t N

ar
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reached 58.3% of the underyraduate population and supplied 40.5% of

all madical student atd. The average GSL was about $4,750,

@ The Health Cdugation Assistance Loan {HEAL) Péogram. which q;;ﬁrs
market-rate, interest~compounding lodns of up to $20,000/year, is
rapidly expanding and 15 now the second lasgest 1oan program far-qui-

cal'stédents. “In 1982-39§3. Just over $50 miTlion was Dorrowed to

. ;
originate 6,554 HEAL's at an average size of $7,695,

0 Health Prof!;sfcns Student Loans (EPSL) supplied §24.9 million in

1982-1983, providing en average Toan of $2,103 to 9,551 students.

~

-

. f
o fationa} Direct Student Loans (NDSL) dispersed $14.9 milifon in 1982-

- T 1983,

.

o The Kational Health Service Cogps program of senvice-contingent

Federal schaiarship programs has been -diminishing in size. Oyly 1,556

.

students were able to avail themselves of the program in 1982-83;

¢ The Armed Forces Health Professions Scholarships program has steadily

increased in dollar terwms; 3,171 students used this optianQXast ;earzajfgat

+
0 General scholarship funds for medical students are limited.

[

-~ '

Student (ébt.

«Since the spring of‘3979. the AAMC nas conducted an angyal survey of

“ yraduating senfors.. One {tem on which data {s coljected,is the exﬂstw and

magnitude of debt. In the last five years, as shown in Figure 5:

-

. Q By 41-175 O - 85 = & 5};3 o
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Q- medn debt has sbout doudbled---$15,663 to $26,496;
‘ . i f .
o .the fraction of stiients whose dedbt exceeds $30,0Q0 has aimost tri-

pieﬁ.plxlx to 32%; and o - -

i

o the fractios of students whose debt exceeds $50,000 has mare than

4

d L quﬂntupieu---s 5: to 8.1%..

LI -

' _ ’ 'How Medical Schools Are Fﬁ'na'nced

! -

- gy way of preface, it should be smphasized that the mad;rn medical
- school, ds & result of the profound changes in societal attitudes, economic
: cchdf“tifsﬁsqg‘p'dk polftical views that nave accurred during the last 40, years,
I veri"dfffereht-frm its pre-woﬂd war 1t ancestor. .
Lo Tt L ' ’
vary i‘arge bfomedical resnrch program. was ranfiea the medfcal

= X R schuuls in tna; aggr‘eggte assmed responstbﬂfhr for over. hs‘if'af

F N
[ * that effort, with a con:mi:ant major expansion §n~f3cu1ty.

#

.
~

is

v

‘ ¢ When, in The Iate 1940 5, & mtmhﬂ poHcy m mount and ma*nta%n a

h ! . . e . - . a

] e . . . - - ' » -

! N a—

Yo, ‘ viding care for tne medicany ina*hjent had to be changed. sence the
'

size of that gmup had been reduc.d As a result of fundamentel

~

< L o wWhen 4 nat%onlt palny was QGOPtad that expanded access, to care fore

the sged and the poor the tradﬁtfonal medical schootl Punctmn of pfo- .

? changes in the financing of nedfcﬂ care wrought by Hedﬁcar‘e Hecaic.aid

. - .
T .

o responsive reorganization of elinical functions, and,?éubstantﬁal
B . = . h ] »

-, expansion of clinfcal facu!ty‘. . oY

[ !
(2 -

‘ o N ! ~ b )
L 1 ‘ . ’ . : :
. N ~ ' o s N

DI 7 oo e B e : ¢ : -
. R E . \ s £ o 3 .-
. . e .

and the bur‘qeonfng of prw"ht’e heﬂth care financing mechanﬁes, the

hE e:!panded neel tp recruit private patients for té@:hﬂné ;imulated a
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0 As ~esearch achievements opefed new harizons for care, ;nq Faccess
to care’%&s expanded, it becane fmperative for ﬁhe schools not only,
through gr&dua;e'hedicqx education programs, to train mere medical
s&mdfsts\ and subspecialists, but also to participate in-the traine

. iny of other nealth professtondis---dentists, nurses, phgrﬁacists,

aliied health spgcfulfsts.

& 0 All of these forces accelerated the evolution of -;dfcnf institutions
‘ into what are now called academic medical centers, with the medical
school as & key component, along with teaching hospital(s}, schools of

dentistry, pubiic health, pharwacy, nursindl a!lféd health and other

types of healgh-oriented institutions.

. “

In any discussign of medfcal school financing, it is essential.to recog-
nize that the function of these institutions and their faculties is no lon;er
simply to pﬂoduge péysic#ans, Othe? fOCu}ty activities yield: an ex;ensﬁve
array of medicat specialists aqd subspecialists ang o% cther health pque;-
stonals; a steady flow of basic and clinicel research results: f}equent con~
tridbutions to technofogfc;I developments and improvepents; a large volume of

-medical service, in both inpatﬁént ind outpatient setiings; and a host of
other, fncluding community outreach, act?vitﬁgs. ¥irtually all individual
faculty members are engaged 15 multiple functfcns.g:ﬁoreover, they usually

perform several of these functions at the same time and thereby make the cost-

ing of any single function, e.q., undergraduate medical education, subject to

¢




Medical School Revenues.

80 ’
the chssfc‘mbwu?:vts of joint simditanecus production functions.. The
revenue s:réus of the medical schools should be analyzed with this background

in mind, . . ) l

- '

p ‘ .

- 1

Medical schools derive income from both govermment and non-gavernment

sources for the aperation of proyrams in educstion, research and patient care.

About &:‘i of this §s earmarked for sponsored or restricted programs, with the

*

O

remainder avatlable for gengral operations. Sulmary data on *::hese revefiue

streams in both current and constant 'dol‘hri. is shown in ngr-“ Bk\thraugh

60. Aggregate revenue is NFQ:. exceeding $8 biilion in 1982-1983; .thfs

n}unted, on the'nera(}e. to $60.4 milifon for each public, and §74.4 millfon .
for each private, school, Beside this tots! fncome, that from tuitfon pales .
inte insignificance, Several of these revenue streans warrant explicatory

commant , ' ,

»

" Federal researchh awards are 3 major soyrce of revenue for medical

schools, These funds must, af-'ccurse. be used anly for research and faculty
members must devote at lTeast as much time and effort to research as they

derive reimbursement from the résearch award; they cannot be used to subsidize

undergraduate medical education., In 1982-1983, 16.7% of public and 24.5% of

private schoo! revenues---and equal and off-setting expenditures--.were
1] : ‘
derived from Federal research awards. Activities supported through these

”a
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tusds have, over the last sevaral decades, contributed enormousiy to the ex-
citing intellectual asbiance of U.S. medical schools, as the frontiers of

knowl edge have been stmadily and relentiessly pushed back.

¢

Uther Federsl income intludes awards under Federal training, education

and service programs .and, principally, refmbursemants for expenditures in-

Cursed for fndirect costs on Federally spornisored prograns,

State and Local Goverrment. Public schools derfve a substantial (36%)

asount of their revenues from government sources., Mest of this is through the
reyul ar appropriations for stnttrcduCI:{onsl institutions and is, to variable
deyrees, subje&t to expenditure Eimﬁtatféns. Some states provide small sub-
sidies to privaét medical schools, accéunting for about 4% of the éggrega:e

tncome of these {nstitutions.

AJuttion and fees account for about 6% of medical school revenues, 3% for

pubitc, amd 9% for private, schools. This income s generally believed to
constitute & relatively small fraction of the cost of the undergraduate medi-

cal education program. In 1974, two studies on the average -annuail cost per ’

student were completed, one by the Institute of Madicine under Congressional

O

ERIC
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mandate, the othe~ by an AAMC Committee. -Giving due weight to certain dif-
ferences in methodology, the studies reached highly concordant conclusions.
The median tuftions at that time, of about $2,400 foerrfvate, and $800 for

pubiic, schools cavered onty 10% to 201 of the estimated costs. The expanse

‘.

~ _ ‘
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of conducting pﬁagrgm cost studies, fn terms of dboth fiscal eut!tjf‘lnd facul-
ty energiesdis high, therefure..therc has been no subsequent systematic éro-

duction of proygram cost data. However, tuition probably supports no laryer &

fraction of underygraduate educational costs tdday than $n 1972, The shortfall

must, therefore, be recovered from other revenue sources. -

-

" kven though tuitfon {s a relatively small component of madical school

2

{ncome and covers a relatively small fraction of educational pfﬁgFam covfs, 1t

is probably the larygest source of flexible funds for discretionary expendi-

turé\ and, at least in the case of private schools, is thu?‘ﬂ@ﬂhly valuable to
. '

them, .

-
-

Nedical Service, The nedf:a) service revenues come principally from pro-
fessfonal fees yenerated by faculty members from tﬁe?r patient care activi- '
ties. [n addition, affiliated hospitals reimburse medical schools for that
part of a faculty member's time and effort devoted to activities that are es-
sentfally hospiral specffié. in 2§82-¥983, this source accounted for 26.5% of -

the gross revenuas of the public, and 36% of the private, schools, .

-~
t

i
Trends tn Medical School Revenues.

M Ll

Uver an extended Epocn, the relative importance of the several revenue

streams has changed, ds shown in Figure 7,

o Federal sources, principally research, accounted for more than 40% of

all revenues from 1560-1961 unti] the early 1978's, reaching a peak of

-

over 50% fn the mid-60's; subsequently, the Fedéral share fell to

Y
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about 25%., Federal research revenues éiral¥e1e§_gs£ignaL approprig-
tions for biomedical research, whose §r0wth Sowed dbanat?calty in the

mid-60's, Federal manpower expeﬁditures?--and medical school revenues

“therefrom---including cdpitation awards, after a meteoric rise in the

mid-60%s, declined precipitousiy &5 public amd Congressional concerns

over & physician shortage became Jess urgent,

Tuition income, uhf?e.increasfng in both current and constant doltlars,

remained & relatively small and steady source of fncome.

State and local government contributions have increased both absolute-
iy and relatively. Thnis {s attributable to the fact that the lion's
share of the recent expansion of medical school capacity was under the

aeglis of the states, .
i

Revenue from medical s@rvice is the most rapidly growing source of
fncome for the schools. This may be 1? part artifactual: as the two
class system of health care disappeared, the medical school adju;t-
ments fn the post 1965 years incivded the creation of facuity practice
plans.iunder uh?ch‘facutty service fncome was for the first time for-‘
mally reco-ded as medical Qchool revenue. But 1t is also undoubtedly
true that shrinking revenues ¥rom other sources---principaily Federal,
and pr?ngSpaliy for research and éducatiqn—«-have required faculty
membe~s to devote an increasing Sfraction of thé{r eéforts‘ta earning

more of thei~ salarfes through patient care activities.

1 -

'~
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11, GRADUATE MEDICAL £DUCATION

B

-~

Our pres§%!‘system for graduate medital education and its financing has much

to comend it. Nevertheless GME rests upon a relakively fragile interweaving of -

multiple institutional capadbilities, individual goais, foregone cobpensation, and-

personal inftiative. It is & system that could be easily damaged unless any

- «

.changes to. it are cn;efu!%y crafted ind based on an extensive understanding of

both the nature.of tha teaching haspitals in which GME {s carried out ‘and the

nature of graduste mgdical education ftself.

Ccntemporaryk rican teaching hospitals are among our nation's mast

¥
complex enterprises\\ In addition to the basic hospital services of primsry and

.

secondary tnpatieat care, teaching hospitals provide the bulk of the nation's

Ctertial® care for the most seridusly-iil1; regionalized special care and stand-by
o o

services; clinical training of pnysic;ans and other hea}th care personnel; access
tojiedical services for disnrapcrtionaf numbers of the poor and medically
indigent ; and the deveiopm;nt and tes:fn§ of new diagnostic and treatment
servies. Significani)y, these multiple products are not independently provi&s?
tn separdate corporate divi;ions. Rather.‘:he teaching bospital's added
responsibitities are generally fulfilled in a single organization with multiple,
¥nterreiateﬂ'mbjECtiv;s. As this hearing cansiders one of the special .
responsibilities of teaching hospitals, graduate medical education, the AAMC must
note that the future of teaching/tertiary care hospitals rests an adequate

s

societal support of all these specialized functions.

‘ -
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Lonlemporery Gradulte Medical E;Qucat}on
.

sradusteNgedical sducation §s tha phase of formal medical education that

ton from medical school and ends after the educational
far one of the madical specialty certifying bod&rds have been .

©
completed.s The terwm 'residency' s commonly used to describe the period of
Ay
1
gradusle medical education. !

SN

Graduate madic eduut.}on has become as importint as undergraduate medical
education in the preparation of physicians, It has evolved from a shart pertod
of practical experiegce in & hospital into a formalizad, structured sducaticonal
progras, the compigtion of witich is necesssry f: phyifcu\js to tze Capadble of
practicing medicine at a level consistant with current knowledge and technology

- * .

and anti¢ipated deuiapun‘ts. In the 1980s, over 17,000 students will graduate

annually from the 127 wedical schools accredited by the Liaison Committee on

Medical Education. The vast majority wﬂl}nnd three to seven years as
Q

residents tn greduste education. - \ .

As reported in the current issus of the ACGMI Directory of Residency

Training Programs, there were 72,397 residents in GME on September 1, 1983, Ths

training was provided in a total of 1,530 institutions, the vast majority of
which were _haspiu‘s. while simple division would suggest an average of &7
residents per training instrtution, this is misiesding. The 100 non-Federal AAMC
megmber hospitals with the Ia}*qest residency programs were training 456% of the

total residency complement {Rigure 8). Thus, while -a large number of hospitals

i
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{and same other sgencies) are tnvolved tn residency training,. less than two

v

percent of all hospitals train nearly one-half of all residents,

The Directory of Residency Training Programs presently lists accredited
-

residency progrus in 36 specialty programs, The Directory's tabulation shows,
< however, that §0% of all residents are training in five fields of specsﬂfntian -
"{Figure 9): internat medicine {24.3%), qeneral surgery (10.94), family practice

{10.0X), pediatrics {8.5%), and obstetrics/qgynecology {6.4%). These are the . a o
greciaities that most Meqi&nns use for primary udigai and surgical care.

\ .
( : T

It should afso be noted that 551 of residedcy training takes place mn eight . -

states: MNew York, California, Pennsylvania, Texas, I11ineis, Onhio,
. Messachusetts, and Michigan, “These states contain 47% of tiw population

/ according 10 the 1980 census {Figure 10},

-

key conciusion frm! i review of residency program size, concentration of
s . . .

spectalfies, and location of training is clear: while the sajority of residents
concentrated in & small number of mspi‘tns. specialties, and states, the
"fmngfujdents are widely distributed., With this héavy conuntrttﬁn but
road dis;;ersiun,_public policy sakers must carefully consider the impact of
proposed policies on both the large concentrations n’nH 48 the broader

~distribution. :

Financfng Graduate kdicn fducation : .
\‘ N :

Under the present systm of graduste- nd{cﬂ educuiqn residency training

'8 Tinanced primacity by pament service reunms Mst particulariy by paymentis

of Nospital charges and reimbursement. _For exm_ple, Figure 11, from the AAM('s

.

N i .
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1983 survey of stipends patd to housestaff, shows 83% of the stipends are paid
from hospital patient revenue when federal hospfta!s are‘exﬁlqded. The next
tcrqest'gource. state appropriations, supports only 6% of residents' stipends.
For advanced residents, called clinical ;ei?aus. the role of hospital revenues is
gbltuhat smaljer, but still accounts for over 60% of funding. Hhile_r?sidents'
stipends are anly ::\Amajor cost of thase progréms, the AAMC belfeves the

importance of hospital revenue fs characteristic of the total costs as well.

The data‘presented_in Figure 11 extlude Federal hospitals, both Veterans

’Adninistraticn4rﬁd'xi¥itiry. A.significant number of residents train in these

h5spittis with the VA alone training approximately 1?2 of all residents, Funds
tor these residents are provided to VA and ni!itary héspitais as a part of their
Federas!l appropristion. In addition, 5 timited amount of Federal support for
residency training in general internal nedfcxng ang pedi:trics and family
practice is nvtilab1; from the Public Health Service. In FV 1983, $45 million

was appropriated for these grants. A number of states also provide special
funding for <family pracfice rﬂsideﬁcies. ipus. Federal and state apprapriattons
provide anIy & heghly Iinited source of funding for GHE
’
To obtain the necessary revenues, non-Féderal teaching hospitals include
residency program expensés in setting charges and determinipg reimbursable costs.

The present Medicare program presents gf excellent example of how this practigce

works to support graduate medical, nursing, and allied health education.

.
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Mudicare Paymants

-

.

Direct Medixal Education Costs

\

To provide clinical ‘t'rcining for residents, nurses, and allied health
pcfsonnil, pospitals incur costs beyond those necassary foc patient care. ~Since
its mc'eptia?r. Medicare has paid its share of these .sdded direct expenses ont a
cost reimbursesent basis. Under prospective payment, cost reimbursement for

these expenses is continued usipg the "diregt medical educa“t‘lcn passthrough,”

The justification for this passthrough was clearly discribed in the

4 .
4 Sacretary's 1982 repart Hospital Prospective Payment for Medicare {pp 47-48):

-
The Department believes that the direct costs of approved
. medical education programs should be excluded from the rate and
* be refmbursed as per the present system. This approach will %N
_assure that the bise rate is related to a patient care outcome
) N and not significantly {nfluenced by factors whose existence is

really based on objectives quite apart from the care of
; ; T particular patients in a particular hospitat.,
| oo :
Congress supported the Department's pos'ition that it was not ippropriafé to
. < ,
include ¢linical training costs in the DRG payment and approved continuing to pay
the added costs of graduate medical education on & cost reimbursement basis &'

£

saparate from the DRG dased per case payment.

Medicare’s share as the direct medical education passthrough is determined
using generally accepted accobnting principles and Medicaresseimbursement

regulations. The hospital accounting system accumulates exp&nses directly

| .. /

. | 93 |
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iss0cisted with thase a:ttvlttcs in cpggific cost centtrs.‘ For exaqpte hasp:t:t
cxpcnsul.fur resident stipends e rccqrdcd in tha graduate medical educctfon {or
fntern and resident) cosi‘. center. After ail expenses ire antered, overhead

expenses -~ such as adn?nistration ma#intenance, and utilities -- are aliocated

Aeor cpportiancd) across the Medicare recognized cost cunters such 5’ graduate

"-passthrough for GME costs. An HHS analysis shoued that ewen with the .

-
- ~
~
¥
.
-
PR
*—
-
o
¢
O

. FRIC

Aruitoxt provided by Eic:

Zindirect Medfcal Educatiog Adjustment® .- - ‘

neérca? cducction. Thus, the cost being rnfnhurs¢d thrnugh the direct lidelI

\
education payment 1ncludes expﬂnses tncureed by that Cost c:nter and al!acated

overhead.,

i

RS , ' . , -

in 1980, the then-effective Hudicar& routxne jﬂrvi:e Timits included 3
passthrough,” teaching hospitals were disprogrogionhtnly pena}ized by the limit,
Further HHS studies revealed that the likalihood of beinq penati:ed ucs dxrectly
reiated to & teaching hospital's ratic of residepts to bads. Using these
findings, HCFA modified the Timit to fnclude a residentfto-hed adjustment for the

. /
costs fqynd to be statistically associated with graduste medical education.

L.

The initial ad;ustment was set at &.72 for ea;h 0.1 resident per bnd Hhen 

the routine 1{mits were replaced by the mre inclusive TEFRA Hmts. the .
residents- to bed aﬁgustmeﬁx uas ret:ined bu; recaicu) ated at S oa: for every 0.1
;.sid;nt per bcd As §s de;crfbed be?&w the resident -to-bed adjustaent was
}ntained far prospective payent but 1ncreased to 189X for every 0.1 resident

per bed.
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As Congressions! committess considered Q; proposed mdium_pms'pccisu’_

payment system early in -2983,. the CQﬁq;_cssmu Budget Office. (CBO)Y prepared

estimates of the impact of the new payment systes on differect types of .

o . hospitals.’ Mospitals were campared on the basis-of mgim;_urbgnﬁunl locstion,

O
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ved. size, ownarship, and- teaching status. (80 estimates showed tbat teacntng. 7 .l

Mspitals would suffer. disproppftionate revenue - 1osses under the proposal ang: « o -

thit' the smount of the loss/would be relatively greater for hespitals uj‘th it
L
teast .25 residents par bed than for hospitals with Tower resident-to-bed ratios. .

In ahtfcibatton\&:\f’thfs relationship, the Secretary's report on Hospital

_Prospecmt for Medicare proqoud- an adjuitpent in DRG__ payment rates

based on the ratio-of residents-to-beds in teaching hospitals {pp 48—49)_.” <

Tha indfrect costs of graduate medical educatien are higher
patient care costs ingurred Dy hospitals with medical education
o programs, -Atthough it s not known precisely what padf)of ‘these
< &, higher casts are due o teashing (more tests, more procedures, =
: Y. ate.), and what part is due to other factors (the particylar
‘typas of patients whichea teaching bospital may attract), the -
Medicare cost reports claarly demonstrate that gosts per case

/ : are highar tn yﬁnq hospitals, . - - . ..
ST It is also cle¥h that. the mere presence of interns and residents
in. an institltion puts extra demands on other staff and leads to’
the existence of higher sta™ing levels. The process of ¥
graduate medical education results in very intensive treatment
regimens. Again, the relative {mportance of the various reasons
for the higher costs observed in teaching hospitals is difficult
t0 fdentify precisely. However, there is no vestion that
nospitals with teaching programs have higher gatient care cosis

than hospitals without. ‘ )
The Department believes that recognitiop of these indirect costs
should be. accomplished through a !l us payment, saparate and

distinct from the base rate. This adjustment will be computed
using methods that are similar to the methods currently used to
adjust the old routine and new total cost limits for the
indirect costs of graduate medical education. The hospital's
cash flow will be preserved by some sort of period§g payment.

e

o
ot



’ N ‘ 81
fecause the Departmest’s pwpusﬂ adjustment did not provide eQuitaMe

trutnen: far tertury urn’tuccmg mgspiu\s Cmgrcsszwi conretns cskrd

. -_§80 staff to tstmam prpspectne pay-ent ismcts usipg & douang of the - -

e

-Wrtunt s proposﬂs adJustnent. The rgsurcmg estimates showed teachmg
N

: homxtah would be benefited or penanzed under the new sytem in approximte}y

- : . the same proportion 4s non-teaching hospitals. Thus, & duuhﬂnq af the praposed

res%dent to-bed :d;ustunt provided the desfre:i equsty between teaching and

nun-tedchmg hospitals.
. . *

Cmgruss ang most parncuurTy tfns Cmmttee, ﬂeerly recognixcd the' T ' =

mu!ttph* uhgungiu the m‘justaunt \uuid hﬂp correct., . -

Lo Inis adjustment s prmaea n the'light of doudts ... About the ¢
N . abtlity of the DRG case classification system to account fully®
) . for .factors such as severity of illness of patients requiring
.- the specialized services and treatment programs provided by
) teaching fnsitituions and the additional costs associated with
tne teaching of residants ... The sdjustment for indirect - '
medigd! education costs is only-4& proxy to account for a number
af fgtars which may Tegitimately increase coits in teaching
hospitale, (Senate Report 98-23, p. 52)

. In the ARMC's judgment, the resident-to-bed ratioc serves as a proxy to agidst for

o

madewecié’s"-inﬁwdspa g_s_ ¢ ;uymnt mc}um‘nq: . - E

¢

o inadequite recagnition of differences uir:bin & DRG of the cmp}exity of
disesase, intenstty of care required dand reso‘;rccs uti‘nud for paticnts in the

teaching nmpit:a ‘ ) . . ' ‘\k — -
' -,

.. 0ono re(nthon for the teachmg hcspttﬂ 's costs af mintaining both a breader

-

scope of services and tne capacity te prowde specithzed regional se?vues *

' .
-~

Q | - - | ) ) E ‘ ‘
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0§ failure of the u»m:mtunt to account fof difhnncas bctnan centrn city

and subumn wige rates within utropahtan araas;

5 3 . ) -

"0 “decredsed productivity which resuits from including trainees’in the hospital

Thus, while the.r t-tasbed adjustment is called the ‘md%rect adjuss@ent fok:

programs; and ' !
. q
.

o ad&_ﬁtmn‘ag ancin';ry services ordered Dy trafnees involved in t‘ho diagnosis

and freatmen

costs accmnyfng medical cducdtxm," it is, tn fact, & proxy measure to provide

.

apprnpﬂa’ﬁe compens ‘fm- the added patient service costs borpe by tuching

hospitals. Negertheless, $ts "medical educstion” label pemfti the adjustment to

y
be vi_eqéd as an educational puunt rather than a correction for statistically
"
tansishnt differenpes is cost bctm :ﬂching and ncn-tncning nospita}s.
M_NC is concerned about this‘mispcrccptiaﬂ And has :mnissiuncd HCFA's fomr

rasearch director, Judith Lave, Ph.D., to prepare an’ ocbjective review and

“critigue of the adjustment. #When ber paper {};finished. wa would be pleased to

share {t'with this subcommittee and fts staff.

. w & '
Yulnerabilities and Benefits o M

. - .

kdscar,e‘s participation 1n the financing of graduate medTcal education

- .

faces several chiHenqes. First, to preserve hudqet neutrath. any spcciﬂ
funding for the muTtipTe missions of teaching hospitals reduces the nenern

patient care payment rate for a1l hospitals, both non-tuching and tea:mng.
. 1 t .
Since most hospitals are non-teaching, some*do fot support this reduction.in {he
N ‘ '

_general pa_ma‘rit_.raté. Secondly, teachifig hospitals vary in the intensity of

O

»
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their medical sducatson Activ;tiu. Tucfﬂng’hospitns with mH residancy
groq:'ns have less at sukc than teaching hospitﬂs with major pt"oqr-s. *In
j&d?ﬂnn, Mcause the indirect adqus:unt usas residenﬁs as a proxy for a vartety
of cost cﬂffumnus, tnc!nng hospztﬂs with similar patient chaucuristics but :
with differences in resideat nnns are paid d1ff¢r¢n: munts. Tuching
haspitals with cmpcrativﬂy few residents but with patients and :ost‘: smﬂar

. to large taaching hospitals may believe they are not bctnq adequately - -~
c:ipcnsateé. Lastly as éungmss considerg options to reduce the def{cit.
plynnts idcnnf*}ed witn medical cducatim may b® more vulnonb!e than payments

for patinnt care., . ‘ -

\ . b 3 .
Because of these vu?ncrabsllit-ics: two benefits of the present Medicare
tystem showld be acknowledged, First, Hgdicaf'c reguiations define ns‘ida-nts ‘
céring for inpatients as a hospital cost. Th-refprl. residents are nog aﬂmd
to bi17 Medicare on a fes basis for pmflssiomi m\vfccs. This fs a major
. sagings in Medicars Part B expenditures, For lx-lph, in the Tax Equity and
| ‘&‘iscn Responsibility Act of 1982, Congress incorporatad in' statute the _
‘ ‘- Yoag- s:anding teaching hospft.ﬂ ‘practice that Medicare Pattants could net be
k charged an assisnn:s at Surqery fae uhcn a ruident is involved in the case
uniess certnn exceptions were ~et, Sl-f}ariy, residents performing histories
‘ and physicals or adwinistering treatsents are.not aliowed to bill fn}‘ thase
t .Servicevs,‘ ‘Thus, while Part A costs are increased to fund resident? and thair

training programs, Part 8 costs are reduced, ~

Seéondty. while the Medicare program serves prisarily éw's senfor
citizens and the disabled, 1t is financed primarily by taxes paid by "the

empioyed. Since Medicare's par:icip‘atim in financing graduate’néicn education

.
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heips to ensure that tomorrow's retires.is served by & fully tréingd phygician,

&ME dollars spent: today serve both today's beneficisry and tomorrow's retirees.

- \ . !
<

unne‘ tesching hospiti\s‘hivﬁ greater expenses per admission than
not-teaching hospitals, additional products are produced: medical, nursing, and
allied h:!a!th student are trained; new technc}ogiesA are introduced: and complex
patient saervices are pruv‘;dcd‘ H%stor&aﬂg. tlfnu added costs have been
\ . .

financed primarily with incmastdchﬂr’qcs and reimburisement using several t}pgs{ .

of cost shifting:

. o patient service‘revenues have supporgad graduate madical

-

education, A
: . . . l
.+ . 0 routine service revenues have supported tertiary care patienis,
_— ' " ; L : .
- Lt o revenues from high volume ancillary services have® supported Tow

. .
-

volume s-rv"es. and ‘
» i

- ¢ .
-

o payments from paying‘paﬁu‘\:"s have supported charity care patients N

N

This financing pattern has met the needs of teaching hospitals and the MHC has
supported it. For example, _a; recently as 1981: mt\nc Task Forcg on Graduate
Medical 'Educat?a‘n which comprebensively studigd GME recommended th‘at, *graduate
medical education should continue to be financed from multigle sources, with the

principle source being the general operating revenues of teaching hospitals®

.

{emphasis added).

.
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In the new environment of hospitals competing gn a price basis and third
party. payers shd health ct_re‘ plans favoring hospitais with low charges, teaching
hospitns-nt'ﬂ Jiot be able to compete unless their:.spe‘cial social s
r'esponsiSi!ities including the educa‘tiom! mission, receive-special s'unm‘.ng.
Payers trying to Bot'd down manthly premiums .or limit mecessary appropriations ;re . (
increasingly less willing to pay for GME or any other special cost as & parf of

health serviCe purchases. While these public and privaté payers are willing to
A Y

»

» .
acknowledge thdt the GME misston _adds costs which are necesSary to teaching
hospitais, they are not willing to pay for 1%, Some of them have suggested a

. i

N special educational subsidy for tepching hospitals. R
, . i}

. In its simplest form, deveiapﬁng -an educational subsidy involves responding

€
L0 three questions: ' : 'y

.

. - .
0 What is the fotal funding needed for GME?

.

o How should the funds be raised? . ‘

3

o0 . How should the funds be distributed? ‘

'

“.None of these guestions haye simple answers,

N

' For example, the most recent edition of an AANC annotated bibliegraphy on

Medical Education Costs in Teaching Ho'sgita')s reviews S&-articles on this topic

and finds no clear or consistent answer to the question of how large the fund e
shauld be. Two thingg are clear from the bibliography. First, because graduate
medicel pducation and patient services are joint per\ucts which are l
stmuitaneously produced, it is impossibie to ;ruu separate and distinguish the

{nput costs of each, Secondly, it is clear that different methodologies isk the

\

. . T .

(A
e
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i
question differently and, :hcmfm"t arrin i‘t. diffcroat answers. 'Givm this
situtfne Medicare data on the ‘Quthrwgh‘ of Mnct medical aducattm will =
provide the mast up-to-date mswcr'm the casts :nn can be upturtd by
"‘accounting methods. Paywents made using the regidentto-bed adjustment will
quantify other consistent cost differences Detween t‘cu‘.hing 124‘ non-teaching

" hospitals. ' . A .

Moving beycmd the thrﬂ first ‘ordar questions, ‘a number of imrunt second
order issues must be addresscd BMcoghizing that tht intent of this headring is
not to explore or evaluate new-approaches, the AAMC doas wish to identify. the
following sncé)nd order {ssues which any new propose! "lust.ad.drtss. 1nc}uqu how

-
do alternative methgds for financing GME: )
o balance & Mospital's need for services with a rc.sidnnt's
} education? . . L P
A - *
} ¢ balance the addsf costs of the hospital training the resident
: &
with the benefits accruing to the group, health plan, or
hospital eventually mﬁtaying the than trained physician?
o balance the esducatigpal objectiva of a centralized '
educutignal funding erganizlt.‘im with decentraiizad I -
. * . ’

pstient competition of the hospital providing the training?

o affect the specialty distribution of residents?

& o affect the geographic distribution of residents? and

Q . ‘ .1.() ]L o T ,
ERIC - R N
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o affect the adility of providers other than acute care
s hospitﬂs to particihate in residency train{ng? > '

,
. . .

{

qu eXamined afong these dimensions, the curnnt Hnanc?ng system has &
numbe r o? strengths, To date, patient scrﬂu rtunue h.\Ls\ provided a dapendme
source of funding., This is important for programs with a three to seven year :
duration, Residents want and deserve & reasonable issurmca that the program
they enter wil} 's:i"&l be strong when they are finishing, Socondu. hospitals
have bun able to develop ruidency prognas that complement and suppurt the
hespital's patient care progrims. Third, bccause direct gperating césts have
b«n‘pnd on‘a ‘cost basis, professional judgments on the bdalance of patient care
service and education activities have not been inf]uu.nud by financial
incentives. Fourth, hecausg; til'n financial o:equimnnts of graduate madical
uducaiian have been met, 2 small number of tuching'hospitﬂs have trained
physicians who go on to serve other communities and hospitals. Finally, the ‘
stability of the financing systew has esabled accreditation agencies to

realistically asswme & stability of the residency's quality, .
[y - ) b .

. The present financing system, however, does have its weaknasses. First in an
increasingly price conpetf;iu market for hospital sarvices, hospitals having
higher patient charges to support special missfons xlrc at 3 disaduntﬁg&.

Sec ¥, the present financing arrangement has worked batter in inpatient

1
sérvices than in outpatient services or in non-hospital training sites. As a
result, specialties emphasizing inpatient care have been favored over those

emphasizing ambulatory care. Training in the surgical specialities has been

. 1]
advantaged relative to training in general primary care, Third, reimbursed on &

S 11
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cost basis, hospitals have been unable to effectively <hallenge specialty bqird

é

efforts tg increase the length of reside?:ies and to develop an increasing nuwberl

T
of subspecialty programs. Finally, because payroll taxes are used for the Part A°

trust fund; graduate medical education is supportl? with a rejatively regressive

tay.

.
L]

These strengths and weaknasses of our present system are known, Additional
information for use in assessing the present system and alternative arrangements

.}s puscnUy being developed in at !east Hrce ‘studies: -

-
' N

o the HHS Assistant Secretary for Planning and Evaluation's study of the

Financing of Graduate Medical Educa:m;& bedéng performed by Arthur Young and

Company, .

o the Commaohwealth Fund Task Force on Audu‘lc Medical Centers is preparmg an
2 analytNcal paper on “The.Future Fimn:ing of Tnchmg Nﬁpitals" using a

S
secondary analysis of existing data and

o the Health Care Financing Administration will be preparing foyr annual reports’
on the impacts, intended ind unintended, of prospective payment on‘types of
hospitals, 1nc‘!ud‘ing teaching hospﬁtﬂs. and

. . -

»
In addition, the AARC recently convened the fnitial meeting of its Committee on

Financing Graduate Medical Education chaired by J. Robert Buchanan, M.D., General
’ A
Director, Massschusetts Genera! Hospital to explore and evaluate current payment

, =y ‘ ‘
arrangements, Alternative findings ind'recmnd}tions,frm sach of these efforts

should assist this Subcomrittee in describing and evaluating the finanging of

ERIC
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i Cmc‘us)ton. - : :
In this statesant, undergraduate and graduate medicd) education have hee._n
presented as‘x aore sharply separsted and Snd.pendcnt than, ;‘n reality, they ;re. .
Hamonr the degree of their intlrumndcncy. not only on each atl‘m‘ but* aiso an
other health profusioml educationa) programs, on basic clénical bfbndi‘cn
research, and on exemplary patient care in a higmy complex and higlﬂy‘mtggiatnd
environment, has not bews given the explicit uphasts it deserves, “oumem -o:e
than in the tncan TospitAl can the {ntense @nd concurrent pursuit of th-se
-u)ttph functim* be u!t sed more mprcss:vely. Nedfhcumns af speciﬁ.:

functicms Jrarely have isorated cffncts but almost xmednuly cxart inﬂunce

i
.

v over most if not al) uth(r functtms ' . a
>

* ] To remain fiscally viable, medical schogls have had $a adjust to suhstantin
cnchs in revenue sources over which they have relatively -Tittle control, As

» u!dition.n canstrnnts ire phced on the sources of tncir funds "these

%

fnstitutions are fining it incru;ing}y difficult to ncco-nodatc without

distort?on r.hﬁr mmpu services of sducitior, research: and patfent car& '

- -~ -
.

The Mmerican sysgﬂ.for gnduatc medical education is graund«f T the
teaching hospitﬂ " Graduate medica) education Capnot fugctian effn:b\vﬂy ume;s
teaching hospitals t}@ ca-pensn.ed for the added co{ts assocfnqﬂ with thﬂr
r:spansibﬂﬂy For the last two decades, the ﬂnancing of tnc‘nnq naspftah

“has bun adequate ams stable and GME programs ham tuined thcusands of competent
ph}sicims annu&Hy, As medical schools rcsponded to 2 nat?onﬂ pohc_y af

increasfng physician graduates. hospitais responded by expandmg residencx

N

PN . ‘ LS
.
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;rnndng. Now, however, the financial stability of teaching' hospitals is at -
risk. .Sm new piyment systems are based on an assumption that a particular
ippatient type should hive the sas¢ costs in all haspitals with payers

tacreasingly uawilling to support the added costs of GME. In & "prudent buyer,”

price competitive marxet, tcr:iarg'&n/ulching hospitﬂ‘s will fail financialily -
. o .

L]

because haytnq an average price per case does not meet the financial requiresents
of the teaching hospital's special services, Even a subsidy?orv graduate
madical sducation will be insufficient if it does not include additiomal expenses

for tertiary care services; stand-by services, new technology, and charity care

~

.

in addition to graduati medical sducation.

Teaching hospitals ere a diverse group of highly complex fnstitutions

perxorlnng medical education and research services for the nation and prmnd‘ing

both basic and' terttary patient care. (The current uphasis on rc-uuin!ng

national polifes in light of 'mrs limited public resources places teaching
huspnﬂs And thetr vttﬂ activitiaes at signiﬁcant risk if thﬁr spacial mature
and role &re not apprecuted. As policias and expectations change, teaching
haspitals will continue to adapt’and evolve. If gevelopidy natfonal policies on
health care delivery and pa_y'unt re‘cognize the distinctyﬁu characteristics and
cﬁversitg of teaching hospitals, thair fundamental missions can be preserved, - If
the characteristics Qf teching hospitals are not recognized and valued,
siupHsﬁc pubHc poHcies may damage the ability of these institutions to
fulfill their multiple responstbilities. The Assocht is pleased that this
Su&:mittee and its'chﬂmm appear willing to study all of these issues before

embracing proposed salutions.,

105 .
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FIGURE 2

Medigal Schogl Capitation and Tuition
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- . Senator DurkNBkrGER. Did I dorrectly state in the beginning
~ that the association just started a committee of some kind? .

Mr. Smits. That's correct. \ _

Senator DURENBERGER. Do either of you want to elaborate on
that? I hope it’s not like the AMA. They've come in here for 2
years now telling us they are looking at the totality of health care
in this country so they can’t really give us any gdvice on anything .
until they get done with that one. -

Mr. SiatH. No. Weé would expect to provide you with some infor-
mation. The committee has been formed. It is at work. It is chaired
by Dr. Robert Buchanan, president of the Massachusetts General
Hospital. I will expect that report will be done with within a year.

Dr. KNaPP. T hope we have something for you in the spring.

Senator DURENBERGER. Of? [Laughter.] . ,

Dr. KNarP. I hope we are in a position to respond by spring of
1985 one way or the other. Qur current position is fairly well
straightforward. That the financing ought to come out of the hospi-
tal services dollar. It's obvious that we are gettin pressure from
our own cénslituents who are concerned about what I will just call . ¢
brokerage/patients on HMO’s, PPO’s, et cetera. So it isn’t only the
Medicare situation that is bothersome. You accurately stated it at
the front end of this hearing. . - e

It is on the top of the priority list for our activities. -

Senator DURENBERCGER. For those of you who are expecting a cof-
feebreak, there won’t be one until after 4 p.m. pecause the Senate
has recessed until 4 p.m. Sorry about that. .

Is there any problem in the next 2 years with the reimbursement
scheme that we have designed, passthrdugh, for graduaté' medical
education? It is a rather -generous passthrough on indirect medical
education. Are,you OK with that in the next 2 years? :

Mr. Smitn. I don't think we know enough to know ,whether it’s
generous or inadequate. o ; , )

. ..Senater DURENBERGER. Do you want to tell us abowt Yale-New

"Haven and your 1 year of experience? Have you made a lot of
money ¢ff this process so far? [Laughter.] o .

©  Mr. SmitH. We have not made a lot of money off of this. We have
performed satisfactorily, given the changes' in the system, which I
think-are moving in the right direction. So I think it's toq early to .
say -whether-or not the allowance is sufficient because in year one
of the system, as you are aware, the cost base was on 75 percent of.
Yale-New glaven's costs> Once we get to a national average system,
whether then, based on national averages, there is a suffi jent al-
lowance through this indirect allowance, remains to be see There

- 1s a lot of concern about that. .

Senator DURENBERGER. Do either of you have an opinion as to
what part of the problem we might be gble to solve for the average
of the socalled heavy or large teaching hospitals if we could come
up with a good severity index so that we could reflect bettey the
peculiar case mix of some of our larger teaching hospitals? .

Mr. Smrth. Clearly, we have got to come up with some better re-
flection of severity. I don't think that in itseﬁ‘ is going to solve the*
problem. Multiple approaches will have to solve it. As indicated, .
there are multiple products. And to addfess that, I don’t think a
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single solution ‘is sufficient. We’ will also have to pay attention to
graduate medical education issues. . < ‘

We also have tg pay attention to the matter of charity care, care
for those with inadequate resources. All of those wil] have to come
together. ; t-

- * Senator DURENBERGER. | don't know whether you are,equipped to
respond to the’question about what other insurers are doing. I indi-
cated in my opening statement not only a concern but I think a°
reality that some of the other insurers, including the biggee upon -
which Medicare mofieled its education reimbursement, has now de-, '
cided that it ought to take caresof those who pay their bills first.
Amnd in-the area of Blue Cross, as one example, there are either
through their PPO’s or selective purchasing plans of one kind or
another—there seems to be an increasing emphasis on paying for

“whz::; yoy get and not paying for things you don’t get directly, such

y as medial education. Are either of you in a-position to indicate )
now what some other insurers are doing with regard to' payment
for medical education? : ,

Mr. SmiTH, I can speak about what is happening in Connecticut,
Senator. We havé not had pressure from other providers directly
because a move was made 1n our State legislature during the past
year for an all payér system -in the State of Connecticut. As of -

1 today, our Commission on Hospitals'and Health Care’s task force is

prgghulgating a set of decisions as to how that prospective all
payers system will be devised. One of the key issues under that
system that we are grappling with. is how to finance graduate med-
ical education. There is an acknowledgement thet it's an important -

. problem and an apparent willingness tq, deal with the-problem. -
Whether it is dealt with sufficiently remains to be seen.

Mr. Sremmruer. I would like to comment, Mr. Chairman, just

. from the perspactive of an educator looking at these changes which

+ are either happening or proposed to happen with respect to the in-
vestment in human capital, which is our responsibility in educa-

. tion. And you posed a question previously to Dr. Graham about

what is the immediate reward. ‘o

And it strikes mg that higher education generally, that the in-
vestments we make and must preserve with respect to the educa-
tion of. physicians will not reflect itself in terms of rewards for .
many years to come. And we are very concerned about the moves
that are made in the short term for short-term gains in controlling
costs. That might harm a system that is so important to the Ameri-
can public. '

3 Senator DURENBERGER. Now there are things that concern some
people about the all pagers kind of an approachH—I can see where it
would Re of great comfort to an administrator of a hospital. I won’t
ask you'whether it’s a great comfort to you or not. . -

"The concern. obviously, jrﬁh the fact that it is pointed out in
somebody's statement today—and I apqlogize for not being able to
distinguish all your statements, but there are a lot of excellent
presentations. But somebody points out the fact that under the cur-.
rent system the people who live where doctors are bein&educated
are the ones who pay for the education. It isn't the people that
eventuall}v those doctors will serve. :

\
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*  Now if a doctdr goes to the University of Pennsylvania'for gragu-
ate medical education, the teaching hosbital there, and ends up
going To Utah or southern California or Minnesota or some place
like that, if. in fact, you.are correct in all the statistics in here,
that 83 percent of the costs of graduate medical education are pa-
tient revenues, then-that theory seems to b& incorrect. That the
folks served by the University of Pennsylvania are paying for that
education. Not the people out in Utah or Mirnesota or some other:
yplace. Is that a fairly correct statement? A

' r. SteMMmLER. Well; I would not agree with you as you formulat-
edthat in this sense, Senator. We at least like.to look beyond the
immediaft payor to the base on which the payments are collected

-+ through participation by the general public, either directly or

through their employer in creating the base of funds that in an ac-
tuaria] sense is used to defray the cost of health services in this
country. And in“the large nationa} sense, it seems to me that the . ¥
present system is based very HReavily on a broadly baspd tax
scheme, although it is nog called t;f It is called premium.

Senator DURENBERGER. Well, yes, to the extent that that is built
into everyone's premium. But to the extent that youshave a system
that is premised on the cost in Philadelphia or the cost in New
Haven, particularly if you are going to an HMO or some other kind
of a situation—I guess I'm correct in the statement that it’s the
bulk in that area then that pay for the cost of that doctor even

"though he mdy go off somewhere else. -

And the concern that some people have about the all payer
system in that it infranchises a system of delivering medical educa-
tion and the cost thereof will give us and continue to give us the
results we now see where—if I remember these figures correctly—
if you go to any one of the teaching hospitals in Boston to be sick,
you are paying something like 120 to 130 percent above the nation-
al average for having that particular illness treated. Whereas if
vou go to the Mayo Clinic, which ] guess I would hold up some-
where near most of the Boston teaching hospitals, it's 80 percent of
the national average. . N |

So from the standpoint of whoever you collect that money from—
whether you are, collecting it from the people in Rochester or
Boston or you are collecting it on a nationwide basis, such as we do
in Medicare—I'm, in effect, paying out substantially more for some-
one to get sick in Boston, and be treated in that kind of an institu-.
tion. , :

- My additional problem, of course, is that with 'the cost sharing
part of it, that in effect vou are telling the people in Massachusetts
that.you are going to have to continde to pay x number of dollars-
more to educate a doctor who may leave Massachusetts. But we
aren’t really going to tell them that. We aren’t going to let any-

. ‘body in on this great thing that we are designing. Because if you
told the folks in Boston that, at least the ones that voted”for Ray
Shamee, you are going to be out on your ear very quickly. So we
can't tell them about it. So that's why we have one of these all
payer systems that make it look like nobody gets hurt.

Am [ wrong in my characterization?

Dr. StemMLER. MWell, I wouldn't want to get into a debate on this.

Senator DURENBERGER. No. :
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Dr. Stemmigk. But I would at least take a position that the
system that, is now operating is not terribly different from the actu-
arial-system that operates in an insurance sense. If we had to allo-
cate all the costs of the premium only to those people who were
going to die or be m g hospital, that may be the equitable system
«in.the way that you formulate it. It seems to me that it’s complex.
And, yes, the intellectual capital that is produced through this

systgm does” migrate broadly through the United States. And, in .

fact, in a small rural community in Utah there may very well be a
physician or a group of physicians who have come {rom the Univer-

- sity of Pennsylvania.

. ~ 4 . '
nator DURENBERGER. ™m, do you have any reaction?

Mr. SmitH. Well, obviously, there is some distortion. The data

that we showed in our gomments Portray 47 percent of the popila-
tion supporting about 55 percent of the residemts. But there’s a
wide skewing within that. Obviously, New York and Massachusetts

. are the most extreme examples of where residents are trained com-

pared to the population present.

-

The point is a valid one. You have to be concerned about both -

skewing nationally and skewing within a local area. Some hospitals
bear special burdens. ‘ : '

Senator DURENBERGER. Would both of you briefly address the
subject th:f? I raised with our two admipistration witnesses about
‘the markétplace out there for residents and how it works; and how
it seems to be changing? What is a resident worth to a hospital?
And what is this issue of affordability? The fact that in some cases,

" the residents look like great assets and in other cases when you
‘look at how many ancillary services they consume and how much
training time has to be put in with them and the malpractice pre-
mium impact and some other things so maybe they are a liabiity.

Can you briefly address that? How does the marketplace work
today? %‘hen I will get a little better picture. -

Dr. STEMMLER. Let me spegk first then on how it looks from the
point of graduation from a ¥chool of medicine when vur students
are competing in this world that you have defined. And, theq moti-
vation of students te pursuing their further studies in a great part
deals with aspirations to get the best training program they can
get. And our role in counseling students, we try to advise them
where they may or may not be competitive for positions in their
particular specialty of choice. ‘ .

Students compete for positions; the hospitals compete to get the
best students. And 1 think we all operate on that stanc?ard‘ of
trying to get the best for us.

There remains outside of that system—-and as Dr. Graham point:
ed out, the capacity of that system is almost a match now for the

number of American graduates. But there remain a group of insti- -

tutions who for one reason or another do not seem to attract Amer-
ican graduates. And it seems to me as ‘we look at where resources
are deployed at least that's an area that we want to pay some at-
tention.

But the valuable programs, as perceived by the students—the
ones who are going to have hospitals, when you are inside that
computer look like the most popular hospitals, it's very important
that we preserve these institutions which provide the best educa-
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' tion so that, indeed, we continue to have the best educated physi-
cians in the world. " '; ©- ’
Mr. SyitH. Let me just add SonMthing. As< understand it there
are approximately 20\percen§150 op?ings annually than these
are resident physician applic from American schools. Obvious-
ly, as Dr. Stemmler indicated, there is wide competition for those.
positions. There is wide variability as ta the quality of those pso- -
grams. Numbers of residents that any given hos ta}r will offer will
be a function of what role those residents play'% that institution.

L

In same hospitals residents play a major role inf the service deliv- ¢
ery area, in others the service role is modest. Obviously, the better
programs try to strike a good balance between service responsibil-
'+ ities and patient content. The residents have a very effective way
of finding out what the good programs are., . L
The matching process, I think, works- very well. There is,:indeed, .
.. a.strong market. The market pu\s‘the potential house officérs and -
“institutions together, I think, in.effective ways. But given changes
in the financing mechanism, ? think the futuré market remains to
be seen. The extent to which, in the future, it is attractive to have
LT house staff financially will determine some settings in which these .
~Rrograms are made available. A oo
Obviously, under the prior arrangemegt, as was commented pre- -
viously, there has been no disincentive® That may or may not be
: the case given financing the changes. = .. . .
Y ¢ .. Senator DURENBERGER: Do either of you want to add to your tes-
. timony“\some comments about foreign' ,medical school graduates
. coming into the American market; particularly, Americans who _ -\
. - have gone to Grenada or some other place? Australia has-lots of ‘
openings, I Gnderstand. And then back in here to fill some of thgse"
residency opepings. . . * .. ge
Mr. Smith. I might ask Dr. Knapp to comment, on the AAMC’s
R position regarding that. But I wou;fs just say that in general the
orientation of an institutioh for an American foreign graduate is g
function of what we were talking about previously, that is the at-
tractiveness of the program; how the program is successful in com-
peting in that marketplace. : -
Obviously, some irstitutions have used residency programs as
ways to staff certain ‘service obligations. And some of those stu-
dents from those programs willfill those training positions.
I would ask Dr. Knapp to.comment. ’ )
Dr. StemmLER. Well, I would certainly make the comment that
my perception of the quality of*education in the schools that we
are now addressing, the ones that accommodate American students
in a forgign setting with a motivation to strictly earn money as a
school, a proprietary school, that the quality of that education is
subject to very serious criticism, as has been pointed out by the -
General Accounting Office audit, and others. And we are dealing
with a major social problem in addressing the responsibility that
# we as a general public have to students who for one reason or an-
- other choose to pursue that route. . :
And I think ‘tgat it's difficult to make a simple statement on this
* point. That that certainly would bé an overriding statement. But
my opinion is that we should preserve the graduateé educational
structure that operates in this country through whatever is the ap-

-
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. propriate supporting devige to benefit those students who graduate..
through our accredited system, and, to leave outside the question of
~ Americans in foreign schools and try to deal with that issue in
ways.that seem to be appropriate for that issue on its own. o
g.enator DureNBERGER. Dr. Knapp. , , Lo
Dr. Knarp. The omly thing I would say is that there are now~-if I .
have the numbers right—roughly a two to one chance that you
would be accepted in a medical school. At, the same time that eur..
. numbers are leveling off, there are still those who want-to get in ™.
school, and for ome reason or another are not accepted. If you look:
at the numbers of four medical graduates right now that are resi-

“
o~

't
o

* dents, half of them are.graduates of foreign schoqls who are Ameri- . -

_can citiens. That's a rather difficult problem for us to dealWjith: “e . )
They 'are also concentrated in a limited number of States,'if you - . i "
begin, to look at it carefully. I think the facts would’ show’ that: '\ +"%
while we have tried to be supportive fo American citizens; we have : |’

not bee;x big supporters of the foreign medical graduate situation,

currently. s T

s One other thing. You asked before whethér or not Some of the
hospitals were taking advantage of the fact that yQW alléiﬁedly.

‘make money by adding to the number of residents they

We asfed in the spring of this year in a survey we do annually in »

what specialties were physicians added and in ‘Wwhich specialties .

were physicians decreased. Now I will grant you that the incentive
isn’t as strong as it will be, I assume, in the future, depending on
how the other payers behave in the pressure on\the institutions.
We don’t find yet that there i§ any reason to think that there’s a
pattern of increase orydecrease based on the payment system. .
The other thing we learned-is that the decréases were where I
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think people wquld like to see them. That is, in the surgical spe- -~ ..,
cialties. The .increase have been in family medicine,-general medi- . .-

cine, emer%en‘cy medicine and anesthesia.
Senatgr
cal college started up in the United States? When was the last new"
one? Are They coming on the market every Year, a couple or 'thiree
new ones? - IO
Dr. StemMLER. Well, I believe there are two schools presently =

.under provisional accreditation that will emerge. I can’t speak.to

schools that are emerging beyond that. - , S
Dr. KENNEDY. There are none on the drawing boards that I .
know. y . § ‘ S
Dr. STEmMMLER. We are talking about ones that are actually ‘on
line. In New York, for exarple, there was hope to cr?ate a school -
in Queens, and whether that will materialize—— L
]

Sgnator DURENBERGER. New York needs some mare? [Laughter.

. Dr. SreMMLER. It's fascinating, Senator, but medical schools are. ,
- looked upon as enormous economic resources for local communities: ',

» angarge employers. And there are many people who are motivat-
ed L

I Senator DURENBERGER. Is there ipformation available abouf hd{v
the capital investments in medical schools are finanged currently,

or say within the last few years? There is some evidence in your

testimony that States in some cases have undertaken—that ‘may

\;/'dst have beeft in my State where they undertook to rebuild a less =
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develop medical schools on that argument alone. - SN

URENBERGER. Do any of you know when the last medi-. = v ..
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- than adequate hogpital. But | assume that there is a fair amount of _

- with jyst how competitive the me

" that from being a problem.

philanthropy out there, and a fair amount of other things that are

.

creating these economic opportunities for some’ communities. Does

~ anybody have some observations pn that?

r. STeMMLER. | dont know if we have the information with us.
Dr. Kennedy? : Ly, " o
Dr. KENNEDY. In t uge expansion of medical schools 'that took.
place beginning i e 1963 act, a total of something on the
order of 40 ne ical schools were created. And the bulk of
these were Staté-spansored medical schools. And there was also a
large expangion of first year places in existing medical schools. To
a lesser extent, but nonetheless strikingly, that expansion took
lace in State medical schools. And I presume the capital financing
or those took place both from State funds and from the Health
Professions Educational Assistance Act matching grants with con-
struction programs, and with some capital coming in from pro-
gramhs that existed then. .
Dr. Knapp. I think we can provide you for the récord a list of the
last’ 10 schools that were established, where they were established,
and give you an idea of anything else that is on the drawing board.

‘We will provide that in writing, if you like.

Senator DURENBERGER. I think that would be helpful.

Maybe it’s only voyeurism on my part trying to find out what
mix this particular industry, as such, picks. I think it relates to the |
product that you all are selling in same fashion. If there is a real
market for your product, and it’s being financed up front, then )|
guess everybody ought to get into this business. And it also deals

lace might be as between a

variety.of teaching institutions. .
I have a dozen more questions. There is one question I didn’t ask
of the administration witnesses, and maybe you know something

. about it. A couple of months ago we had an HHS inspector general

report about double billing under part B for some of the members
of somg of the faculties. Someg teaching institutions were being paid
for the residents under part A, and then the faculty meémber—TI
mean this was nothing specific. Maybe it was just an estimate on
their part that it was gofhg on--was ‘then billing under part B in ~
part for those resident.services. I§ that a problem that has ever
been brought to your attention?

Mr. Smith. Well, there has been much discussion of that inter- -
mediary letter 372 over the years. The extent to which there is any
real abuse, I don’t ieve it is adequately documented. I'm sure
there; may be some at study which you referred to cited. How-
ever{ I think the r seem to be reasonably explcit to prevent

But Dr. Knapp may have more ififormation. _ :

Dr. Knaprp. The problem has been with us for at least 15 years

‘that I know of. And in the Deficit Reduction Act, I think I'm aware

that a request was put in there that the General Accounting Office
take a look specifically at that. -

If 1 understand what I think you are referring to, it's a draft in-
spector general's report that recomgended essentially that the hos-
pital be allowed as a passthrough cost only 1 yeXr’s training period
for a resident. And that, in effect,~the fee for ser?rice sysé¥m along

| A
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the lines thift you would probably characterize as the male model
be used to support residents. We are very interested in that, as you
might expect. ' .-

. I think theke are a number of things to look at on both sides of

“  that question."{he most difficult one, I think, has to do with the

' fact that unless you have pretty good leadership and control—there

are some disciplines that fair very well. Those would generally be

the high earhing disciplines, if there weren't equity involved. And

there is another set that wouldn't do very well at all. Certain as-

piéts of pediatrics, general medicine, physical medicine, disciplines
like that. ' ) '

Additionally, there is an assumption in there that this would ac-
tually save money. If you look at surgery in programs currently,
which are sponsored. in the hospital's name, the surgeons in that

’ hospital are not allowed t¢ bill an assistant at surgery fee. That’s
o sﬁething that has been a practice that you put in the statute last
time around, ' :

Now another institution without a training program, there would
be a 2H-percent, roughly—maybe 20-percent—increase in the fee be-
cause the surgical fee of $1,000, for example, would have $200 or.
$250 added onto it for assistant at surgery that is not paid in the
teaching setting. ' )

So, in effect, you Have the savings on the part B\side that shows
up in your view as an expense on the A side. And to some degree,
we are just reaching the point where we are beginning to mingle
the issues of discussing professional fees with hospital services.
This is a difficult area but one we are®going to hive o get into,
perhaps reluctantly. ' )

Senator DDURENBERGER. I assume that AAMC will be part of each
of these hearings. But I'm going to ask a question because I'm

going to ask it in the next set of hearings. ‘ .

As I look over this information about debt, I look over 4 years to
get tora B.A or a B.S, and another 4 years to get to an M.D., and
then another 4 years or whatever it is up to 4 years—and [ see that
eyen halfway through that process that 82 percent have debts in
ekcess of $30,000'and so forth. And then I see at the other end of
.the progess the possibility that the hopeswfor living forever at
$500,00¢ a year wnay no longer be the dream of accumulating all
that debt. -~ . ‘

I would like to ask both of you your opinions as to whether or
not we are,dn effect, providing too much education to all of these
doctors. And that comes up in the context of the changes in the
nature of the practice of medicine in this country. When it was th
old fee for service individual entrepreneur system; various preé\\

* sures on an individual probably required an extfeme amount of
speciahization and technical detail. But in what seems te be a
canging kind of envitonment in which the: practice of medicine is
carried out—if you have given any thought to the subject, I would .
appreciate your individual gpimions today because I might not see
you again at another hearing—whether it is possible that the way
we have structured thig.system, we are trying to pump too mucg/

\ into some of these people. ;’ .

Dr. Stemmier. Well, as you know, Senator, it's very hard to
define “enough’ in higher education. And particularly in the pro-
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tession® that bear a major responsibility that affect the public wel-
fare. I guess one could construét a rationale that might make deci-
sions about .where the limits might be, particularly when one is
looking at how funds are provided through an outside source, and
place the burden on others who wish to have. more education on
themselves. And that concept, I'm sure, will be one that you will be
dealing with as you look into this issue further.

I think the American public has set a standard for what it ex-

pects from physicians and other health professionals in the roles

they play. . ot ’ .
Senator DURENBERGER. But they have set a different Mtandard

from what the professionals have set.

. Dr. Stemmier. I think there’s a natural evolution in each profes-

sion. . , .
Senator DuRENBERGER. Maybe the lawyers are setting standais.
Dr. SreMMLER. | won't touch that line. o

Senator DURENBERGER. You are welcome to.

-

Dr. STEMMLER. But [ think that in each of the health professions‘.

clearly there'is an evolution where the professional is expected to
acquire a broader knowledge base in order to discharge responsibil-
ities. And that trend is continuing. And I suspect that it's continu-
ing because at this point .in time there really has not been a ¢ton-
straint placed, a financiale@nstraint placed, on that trend. I have a
feeling as we look -ahead now those constraints will be placed, and
we are going to see some adaptations on the part of the edufational
system to look for the introduction of efficiencies to gain instruc-
tional time and experience maybe within the Zonstraints of pro-
duced funding. ' :

And we are certainly prepared to look at those issues as educa-

tors. I feel very strongly that the educdMonal community must .

Aadapt to the evolution of the service community. That we have to

. follow; we have to be able to prepare people to serve in whatever

model is going to evolve. . ‘

Mr. SmitH. Senator, I'm not a m‘é'dicali educator,.but I would just
add an observation. Observing the scene firsthand for several
years, whether or not there is enough or too much is a subject that
deserves to be investigated and you deserve a good answer to that.
And-there are a number of organizations which I-think bring credi-
ble testimony about that. I think it will be interesting to note what
difference financing schemes may make in terms of the require-
ments for education. To be sure, under the scheme that we have
followed,-it has been very difficult for hospitals to resist the pres-
sures from the medical specialty boards to extend the peri of
time for .training of different specialties. Clearly as long as there
was an opportunity for support for those extra years of training, it
was difficult to resist that pressure. ‘ .

Once the tables are turned on that, and we have to put that
under ‘much more careful scrutiny, I don’t know what the answer

might be. To be sure, there ase increasing pressures on all special-

ties with increasing technology tq pour more and more into each
student’s experience. . .

Whether or not more or less is the appropriate answer,. perhaps

the better qugstion is: What is most relevantTor the use to which

these indigduals will spend their professional careers? That is a
& e . ‘
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worthy issue, and 1 think that the ABMS, the AAMC and other

bodies like that =~ )

Senator DUREKBERGER, Well, [ have never tried a malpractice
case, but I've tried a lot of personal injury cases, and I know what
ever the highest current standard is, that's the standard we try t
hold every witness, to and every decision to. And as you indicate,
the various specialfies are the ones that are responsible fbrgdding,
in effect, to the educational demand. And I would hope™ that—
maybe I didn’t. phrase that question as well as I ‘should have, but 1

. trust that that will be a part of the study and decisionmaking proc-
ess from AAMC, because\l sure don’t want to get into that one. 1
‘will be boundsto screw it*up in some way dr collectively we will.

But I think if it came from the profession itself, both the educa-
tional side and the professional side—and obviously as I indicated
this is A question that we will address when we get to the fiearing
on consumers. How much do.we need of what? But it seems to me

tha¢ for the practice of medicine and all the ancillary health pro-

fessionals that we need to start asking some of these questions. °
/ Dr. SteMMLER. We will see to it that our task force does it. .
- Senator DUREN{ERGER. Very good. Thank you very much for
your testimony. ' r ’
Dr. StemMLER. Thank you. .
Mr. Smite. Thank you. N v
Senator DURENBERGER. The next panel consists of Dr. John E.
Carr, acting chairman-of the Department of Psychiatry and Behav-

ioral Scienées, University of Washington Medical School on hehalf .

of the American Pgychological Association; Dr. John E. Chapman,
dean, Section on ical Schools, American Medical Association,
Brentwood, TN; Dr. M. Roy Schwarz, vice president, medical educa-
tion and scientific policy for the AMA; Dr. Benjamin Cohen, chief
administrative officer, University of Medicine and Dentistry, New
Jersey School of Osteopathic Medjcine on behalf of the American
‘Association of Colleges of Ogteopathic Medicine; Dr. Louise Fitzpa-
trick, dean of the School of Nursing, Villaneva University, Villa-
nova, PA, on behalf of the' National League for Nursing.

I thank you all for your patience today. And you have heard the
ground rules so far: Try-to be brief, bat don't go away feeling as
though you haven’t sharﬁyour particular views on this subject.
Your statements will be side part of the record, and you as indi-
viduals and the associations you represent here today are getting
an invitation today to continue to be part of this procéss for the
next several years to try to,come up with some apprdpriate an-
swers to the questions that we have phrased. -

So we will begin with Dr. John Carr.

STATEMENT E)F DR. JOHN E. CARR, ACTING CHAIRMAN OF THE
DEPARTMENT OF PSYCHIATRY AND BEHAVIORAL SCJENCES,
UNIVERSITY OF WASHINGTON MED SCHQOL, ON BEHALF
OF THE AMERICAN PSYCHOLOGICALTXR S(}(‘,_IA'PT()N =
Dr. CARR. Mr. Chairman, I'm Dr. John Carr, Actipg chairman of

the Department of Psychiatry and Behagjoral Sciences at the Uni-

versity of Washington School of Medicine. I am also president of
the Assoclation of Medical School Professors of Psychology. Its

N
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S e membersth is dmwn from over 75 medical schools in this country,
’ and it’'is an affiliate of the AAMC. I am speaking on behalf of the _
American Psychological Association and the Association for the -
Advaficement of Psychology, organizations whxch represent more
than 72,000 psychologists nationwide.
I would like to focus on two points out of our writtef¥ testimony.
The first is that behavioral, sciences, as we have already heard, is
essential to medical care and"represents a major component in a
comprehensive and broad based medical education program. In , -
medical .schools, psychologists phay an essential role m?ovi’ding -
: the teaching for that component. hese are doctoral level. psycholo-
gists who are.faculty members of schools of medicine.
Our second point is that while Medicare helps sug ort medical
ucatxon Medxcare has not supported or been available to support
Iogxst gctivity in medical education. Oyr primary concern is
support of those facult%eposxtxons and the existing Medicare
sta which we believe to the reason for this situation. We™ -~ .
seek your assistance in making changes in that legislation.
To amplif f‘i on the fildt point, if one looks gt some of the docu-
~ menfation that has come qut of the research sector—for example,
the Surgeon General’s report in 1979, the Institute of Medicine
_report. for 1981 focusing: onfbmbehavmral research——both of (lhpo

"documents emphasized the need for continued focus 'upon “#he|role -
of behavioral factors in health care, and a parallel emphasis n
. our training programs to look more closely.at thcse factors i in medl
- cal education. .

: One of the startling findings in the Surgeon General’s report for
example, was that of the 10 leading causes of death, 50 perceqt of
the mortality associated with those causes could be atfgibuted to
behavioral factors, while only 10 percent. was due to the Iack of bio-

" medical care.

We feel that health care professionals must know about the ‘ways
in which behavioral and psychological factors play an important ., =
role in the responge of @n individual patient to illness or to disease

-, or even to the outcome of surgery. We feel that information is as -

. important as it is fgr them to know about physiology, biochemistry,

and anatomy.

Psychologists have traditionally contributed to these educational
programs, and will continue to do so. We are talkmg ‘about 3,500
psychologists teaching and doing research\ in medical schools na-
tionwide, -conducting internship programs, postdocforal programs,
involved inlthe training of medical Students and residents ds well.

Medicare payments for medical education cover both direct and

// indirect costs, but neither type §f payment reflects the role of psy-
.chology faculty. We would sug committee suppert for clarifying
language to include fdculty psychoYogists in Medicare Programs

We very much recognize and sdpport the committee’s and Con-
gress’ efforts regarding health care costs. And we would remind the
committee that the research has shown that the cost savings as-
pects-of incorporating attention to the behavioral and ;gychosoma
factors in health care contribute to greater economy in health care,
reduced length of stay after ‘surgery, speedy recovery, and in-
creased adherencé to the treatment regimen. These are _}ust somg

. of the findings of the research hterature

4
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We seek rewgmtxun and inclusion of support for psychology fac-

, ulty efforts in this endeavor. We urge the committee¢ to take a lead-

ership role in making changes in PPS’to include. psychology facuity

in Medicare education payments.

Senator DURENBERGER. Thank you, -

We have, in effect, by confining the PPS system only to hospx—
tals—that’s t'fhe way we reimburse psychological servxces Is that
right?

ices can only be reimbursed under part A as reimbussement to the
hospital. That’s been a problem for.us since, like all teaching facul-
ty-in medical schools, psychologists are dependent on part of that
clinical income to pay salaries.

Senator DURENBERGER. So unless yqu can carve a piece out of .

that hospital with all the other pressures-on if, you don't get any-
thing betause_you have been barred from part B

Dr. Carr. Yes. Someone earlier mentioned two factors. Principal \

and product. Now we think the records show fairly clearly we have
a good product to sell. And in terms of the principal, we have been
a part of the medical education scene for a Iong time: We wculq,
like to continue id that effort. .

Senator DURENBERGER. Thank yew ,
- [The prepared written statement of Dr. Carr follows:]

. . L .
* > .
- 3 .
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Dr. Carr. That’s right. And under ﬁ’)@ PPS now, psychglogy serv- .
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7 Nr. Chairman and Members of the Committes, I n)nr. Jokr E. Carr, &
clinical psychologist, and Actnin& Chair of the Dopqrtnit of h.ychictry aad

- .

Sedavioral Scisnces at the Uli"nrlit; of Washington School of lnd‘ici“n'. ‘I am
alsq Presidest of the .umc'l‘hm of Medical School p:of.."on of P:ylholo‘y.
Its @cni{g is l}nn:: fy‘;- oves' 75 gedical schools in the country and it ia
"an affiliate of the Associstion of Asarican Medical Colleges. T m speakiag
on behalf of the American P:yfhalo;ical Association and the Association for
the Advancement of Psychology. ar;mintiéns npnnntig; HQ.OOO psgcholégiltl
. nstionwide. 2 .
I am pleased to be here to comment o the way Medicare pays for medical
educstion. I would also like to discuss a unigue sxpact of the Medicare
systam as it &ffects medical school faculty ;-nhnrs who are psychologists.
Pranntl]( Hgdluu pays for ndiggl education’in two specific ways: a
pass-through fo,;éinct costs such as |’nl;ri;l. stipeads and space; snd an
indirect cost. ldquﬁ't.nnt based en‘thc ratio of hospital Interns and residents
to the number of hospital beds. Clesrly, there is recognition of the fact
that the op;gntian and finances of a Nospital are significantly lffact;d. by
ita teaching programs. ‘ /
wWe will focus on two h‘:yn in our.tutimnr. First, medical ldtjtltiﬂn is
becoming broader as technology and our mpulago*chmu. Teaching
) hospitals, especially in terms of their atteBtion tp the bah’ui&u'n .nnd
pl;cholo.gictl aspects Of illness, nfl-c; and reinforts these cMn;‘n. Ou‘r
second issue is that no‘nphgsichn"ra invelved in-udicqrvuduutien sad that

this involvement is affected Ey Madicare. The medical ukution payments

"
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clearly inn;‘nu the ihu!ty of taschiag mpﬂ.:l- to deliver s b?ond range

of health services. They help pay ‘the extre costs dus to greater severity of °
tliness sad nevessary special staffiag P::tltll that occur ix tesching

hogpitals. What thess payments 4; l’mt reflect, and what the Medicare y;'osru

itself doniot recognize, is the roli of nqaphysician climical faculty in

this treining.process. ‘ .

We belisve that neither the direct medidal educeation payment, now a
pase-through in the Medicare Pr‘espc#tiv-' Paysent System (PPS), mor iadirect
teaching cost cdju‘om:gl to the PPE rate, should be changed without serious
:on-idoun_éa of ‘m these 'eku;n '-l;ht effect services offersd by teaching

kelﬁitnh. and tk.o scope 1o'f uﬁicd‘ educstion in thie/country. -'ijaponh to

‘support the Slrect medical ;,dauunn pngﬂ{xt through & sepacste ‘bi:dnt,_

" . .category for healtk professions tralning puts this important educational

function {n\t rklk. and N\deh'tu the pril:ip.lc thet medical education and
clinical Cl‘t.: should be [ntegrated., Evern grester uc“hinty. ‘hmvcr, is
sttached to the ‘petontinl impact of the indirect cost adjustment as
administrators and healith care professionals 'nttwt to sntigipete the co-‘phx‘,
effects of a DEC system that providn‘l {incentives for surgical and procedurs
bssed services .nthor than diagnostic judgemest and noa-surgical care.

We l;sbuld clarify for the C.emittcc that the over 900 plgehc;lagy intcu:
currn;tly in medical schools and affilisted tesching bolpitih recéive no
support under either the direct or the hdir‘oct teaching cost payment
provisions of Madicare. Nor are psychology isterns included in the
intormta-bqe!,ut‘;\e for tde purposes o’E the indirect payment calculstion. If
tha intern-to-bed retio is to be used ;I a proxy for the illness severity

found in teaching hospitels, sad #x)’ ‘ .
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“illsess severity as well gs traiaing seeds are & epecial festurs of teacding
Bospitals, thes gil post-doctoral climical lateras shold be included. Ve
suggest that .m.cin‘cg ia the: payment ltmﬁuc ‘ileorporxtc attention to i
this issue.

~ . .

Fucther, if Medicare coatinmues its support for medicsl educstion, some
‘m‘ovhioa clesrly needs to be made for lolp&yfi:iu Dfd}eul sehool 'heulty end
their clinical l-iﬂie;l to.;uu-d against the elimination :;f their veluable
role vslus in medical school curriculum. , RN !

There is cossidersble comcers regarding bow Boapitals will respond to the
fiscal pressuree ganerated by the Medicare prospactii¥y pc'.nut lyntn@. Oue
possibdle fmtco-c that is being borne ocut by p'nlilinr; dsta is that ha-qluh
will dischargs pstients sooser. Ancillary unrfien will be reduced to oyt
éﬁltl.‘ Nospitals will de-emphasize Sruth; certals ,g:]:.cgntiu'oi' patients,

or prefer to trest those whose diagnosis renders thea di;'iblc for the highest

" possible reimdursemant rate. ™Ovtlier“ euil. thoss that cost more or stay

longer than the Diegnosis Relstsd Croup (DEC) algorithm allows, will csuse the

hospitsl to lose non;,? .&Isliers,” those tbat cost or stay ii‘thiy the limits
LR : o
assigned to the DRCs, whll ensble the hospital to make money. The bslance

between these two cstegorigs of patients ig what a hospital will ;lalily

monitor, or should, to eneble it to survive fiscslly.
The question for tesching Bospitals is whether the hi;hr rste of outlier
. F '

cases will be sufficiently compensated for by the prfofit performance of the

inliers and the direct and iadirect cost ldj‘ult.llﬂtl. The available evidence,

¢
»

though sparse, raises legitimate concerns that these costs may ™ot be
covered. A recent study at Stasford University Medicsl School reported thlt’.

M .

after adjustment . .
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for diagnosis, costs were still sleven pﬁrcolt Righer in the Encu1;: secvice
' : . \
than is tpo community servics oz the hospital. .Nowever, the montslity rate
was li;nlfﬁcnnt:y znunr, clpceislir~for patients in the N {gh- dq;th-rilk

cstegory. This is surely npprnprilto trade—<fr.

: In a teaching ho;pit , balasced and comprebensive services -ult‘h.

aaintained to sccommodate the medical curriculs. Achieving tlo‘lenacc

. Recessary from & fiscal point of view is thus more difficult. There is

cofcern thaf medical/surgical procedures will be iamcreased at the expense of
other services and laad to a forced redistridbution of lvtillhlttllr'icll.

! b
rurthor;oro. ndny teaching hospitals Bave a closed staff systes and rely

N Aeavily on non- phylicinn :pceiaiin;s A 1983 study from the Institute o!'

* Kedicine (Por:onncl leods and Tralning {gr Biomedical and Behavioral Research)
states that Ph.D.s accounted for more then 15 percent of clinical departmeat

+ faculty in medical schools in 1982, The reasons these unigue staffing

pattarns are relevant to this hesring are the following:

.

! one: the Q:c of non-phxlicilng permit lou-r'cc;t augadntation of the
. . .

svailadle physician pool.

‘'

L \ two: there is greater emphasis on psychological and bchsvior;i secvices
<

T * in sddition to biomedical is & teaching hospitsl; end
"three: multidisciplinary tesax approsches that incorporate both of the

\\ : features have become standard treatment patterns in many teschiang

\holp&tiil.

’, Tesching hospitsls have & strong emphesis on psychological as well as
A
biomedical treatment procedures, and recognize the value of psychological

+

services in . goujunction with biomedjcsl care. There is a considerable body of

resesrch literaturs documenting that when psychological aspects of care are

¢
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i in:orporttpé.‘loﬁ;t& of stay is dacreased, recovery is hastened, and p;tiong
sdherence to treatment regimens is promoted. 1t is sotabio that much of Flo
research that Nas been done i{n this area took place” in teaching hospitsl

. settings. “ ) .

- B

R The teaching focus ittempls €0 apcommodate & complete approack $o health
“—:;r;; its purpose is to educaté physicians and other health c;ro.profolliosnll
in the broadest possidle so;;t. A rcpofl just released hx\thg Association of

Amecican Medical Collsges stresses ihnt madical educstion programs need to

changs so that physicians uf. hcttof equipped in the attitudes and skills of a

w"cn;in; profession.” The use of suitidisplinary teams and

'psxgping;iclbcb;riorll sciences linkn;olite medical/surgical uaits -ro‘-ajor
féatures of most tmaching hospitals and play en :n:cntinl_xdlc in the i
dtvo1opnont of these professioral attributes.

Ih; Lrond relationship batween hualth and behavior has received increased?
‘attenticn in recent years, sspecially ltncf;thn 1979 Surgeon Cenaral's report
"Kealthy Pteplo‘g The report stated .that :ov-q of the ten I;Adin; causes of
_death in the U.é.. sre in large part bch:vior-llz determined. As & result,
most medical schools have deveted serious ntt;nfion to health snd behavior in
their curricular design. At the Ugivor;ity of Washington, for example, two
years of ﬁr;—clinienl courses in behavioral sciences are roquirc& of all
:tgd’nfn. The Nationsl iéird of. H‘?icnl Examiners examination, whick all
physicians must take ia order to practice, includes a section onibohnvioral
' sciences. Plychola[i;tl who are faculty in medical schools play & key role in

this ;lpcct of medical school training. The Associstion of H.d;:al School
T Professors of Psychology .ltl;‘tll tho£ tho;o ars about 3,500. psychologists on

the faculties of most of the nations 128 madical schools.

There is another aspact of the Medicare program that directly nfflct1lthc

ability of nopphysicians to perticipate in medical education. A common

arrsngement with :tdicnl school faculty members is s provision in their

e . ‘ ‘-

\’
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' cestracts to tenerate clinical fees. 1In t?q pest, this was t*o\pri-ar; way

uil\-odicnl.:chool faculty ware paid, but in gecent g;nr: medical schools bave

A rocaivoé funding from othsr resources, in:iudin; l;lt. and federal monies.

' The prospcct ;;r nonphy:icinn clinical faculties to maintain revenues fra- fco

inconp is problo-ntic dua to the unintended consegquences nf the PPS lritn-.

av o ‘

e rhb PPS - system regquirss that all tervic.: provided for ‘hospital p‘tilntl\

must bo\bilied for by the hos; sl. SQpar:to b&llia: is no longer allowed fo#

any hanpitn; services, ‘@xceft those personally éolivorcd by physicians! The

‘intent of the prospective re! s-ant il‘illltiﬂﬂ was, wa understend, to: -

give holpiftl edministrators more authority over services for wiiich the

\ .

hospital wiil be beld fiscally rasponsible. Befors prn:pidtivc payment, «
prychologists were sllowad to bill through a physician under Past B of

. \ . ‘ .
Kedicare (nciicnl and related. services) for services delivered to hospital

N

patients. Thk: is no longer the case. Now prycholqgists are dependent on the

hospital Adn?;iltr‘tcr to determine whether and to‘whnt extent their nofvicll
v‘ll ba ro:a;ﬁizld under PPE. It i; under. this machanisa that pl;cﬁnla;iltl
who Ar{ mndiéél school €aculty find themselves in n'uniqug po;ition. In
ofﬁ:ct. PPS jo;pnrdi:on ig; ability of medical coilo;cl to continue fundjﬁg
pigéhola;i:t:‘:f:cultx sslaries, whsn such salaries are dependsnt uponr income
from.clinicsl k(.l. fho Nedicare payment system effectively shifts the fiscal
suthority for btycholo;int faculty memders from the desa of the -adiéll school

to hospital administrators.

Full-time reguiar medical school faculty members, be they physicisas or

psychologists, are not employees of ths hospital but are smployaes of the

.

————  University. Our point is that psychology faculty paid by the Univecsity and

'
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tesching under ite respoaibility, is wddng lucgn to coatrol by the

l&lpitd sdmisistratar snder FPE. « . / ! ¢
NCFA insists that the costs of a medical education program operated by
5 .

‘l
“amother institytioa™ be "dorme by that imstitotion asmd not by the bospitel.”,

s .
The PfS makes (t necessary that the clinical services of sonphysicias medical
school fsculty be p%id by the hospital. To that extent, the hospital is
fesyired to pg for, and abgord, the cottl of madical education. GCiven the

-
cost coastraints Smoud upon lo:pitlh by the new Nedicare plan, it is

-

oxtrmly difficult, if sof npouib.h, for hospitals to assume added faclilty ﬂ\

costs. It is M;hl; ikely that positions or progrems depeading om clinical

X fns‘."lv pqctologhn;ﬁ i jeopardy. - .
Q The Medicikre prospe ‘\vc pnyﬁnt plan thus puts at risk the tesching of -

ks

- . ‘ % ‘
Bbabdavioral sciences imn schools .of medicine, much, of which is conducted by
. - : ¢ ‘

1 - [
psychologists on the faculties of chooil of medicine. It also puts st i'ilk

eontinuntian a! ntionnny recognrized cuniul lfn‘icn. mny af which uu thc&

-

? latest concepts in baliavioral medicine, and! un_‘y of which are mmistoroé

~%

O
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It is important to~ caphuln that this is anm i's'luo of concern for medical

" schools in general. It sffects the quality of ndicﬂl “u‘utio:, the qusxlity

of N&tll care, sccess to medical care, and sces btyoﬁd any lpaeific guild
concern psychalo;ilt: may hnn 4

“Let me be mro lpocf?ic with my own experience. .The University of
wWashington Medical School is a ;-;gionnlf,nodicll ccnt@r and serves the four
states of Washington, Idaho, !ontdd. and Alaska. There are 75 prycfologists
in ‘gho medical school. The greatest number, 28, is in\t}n department of
ps¥chiatry but psychologists alfo practice ip the departmeats of neurosurgery,

-

%
padiatrics and family medicine, and rehsbilitation medicine. The

»
Ea
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. sédition to their teaching and:

' -anhip with the five .rrm

of ghysicisa faculty meabers ‘of m partaeiship. This Res mow chasged. 1/ -

s o m
' .‘\ ;k

-

" paychologists are all scsdemls f.mu of the Ualyersity of Waskingtos; et

V

lIeast half of them provide digget culien seryices in cujmuo‘ with or il

search _dutles. .my all have staff v
od tesching hospifals. ..
h:elologht faculty's ame: te ;mun the nscesssry cliaical fees for

,politia& support through a partmliip satrvicas plus Ras been parallsl to tn.t

helieve that the impect of the m on m;eio;o;ht faculty will segastively

affect en fnnwlu tnillu and urviu :m:lt: of th following prograns

st th Uli*trli{;ﬂf b'nuut.a: :) th hurnuonux m Usivearsity of

Uuhh;ton pair service At hhnrlitx ﬁlyitd. K h-ntint »

tehavioral/cpgnitiva trestmest p:o:rm for uhetin disorders at Usiversity

Nospiteal and Marborview hd.leil 'Cut'gr l‘.!) geriatric services ct Usiversity c

Noapitsl, 4) hhnioul -lieho eun:tctlon service nt uﬁuultiy ( .

Nospitel, 8} nurnpuehplou hboutarlu aad payehof;m diagnostic services

ot University Hospital and Narborview Medital Coater, n‘m fehsbilitation

nedicine npcr;nt. palp program st Uaiversity Nospital, and other sarvices.
These pr'o;rm are amoug the most effective and cott-of!ce;ivl' treatmant

modslities avaifable for certais medicel, psychistric, asd bebaviecal

disorders. MNedicacs thus has the i:f)tcsthl to, force the department to

elimieste the best uu from public use, to curtail its avallsbility for

tralaing purposes, nd to deny care to s most ucdy population, namaly the @

aging and less fimangial nuc*

Our attempts to resolve nll issue have resulted in s great ;!ul of

* frustrstion. The Health Care rinnclu Ahhhtnéiua in its n;uhtlon

prospactive pa t did provide for hulu e.ruh ulu:h The procodurn

outlinpd for these nlnrr, bowevar, wers utrmrdinuny difficult to t

N , s

ES . ‘r
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setisfy. Pirst of a1, tesshing Meupitels 414 not saticipate the noed to
“ineivde the services of mon-piysician medical uml hqxty members ix the
base rate thay eetablished prior to thautitiu of ME. PFurthersmore, to
obtais & walver, n. M-pn;l,hd To llau that the direct’ binin for &

_,,m&:“hr unico was so extensive nn to sluu it m!l "threstes the

stnilitr of Nﬁ"i care.” unou;h puclol.uhn provide distinct services,
they could not stamd impc*lur and satisfy the rsgulatory requiremests for

.8 wajvar.

~

\
The oaly successful waiver for a vhole Eaugary of providers that we are

ssare of, im this regard, is that authocized by Congress eariisr this yosr for

Certified Registered Nurse ll.ltht‘ltl.“ One of the primary ressons wky this .

was ;‘u‘und wni that these services could be pcrfo‘rlﬁi by physicians Yore
also provided by non-physicias persossel. TIn thoss cases, Congress sgreed .
um the system provided as uafortunate incestive for mpiuh te rophec

secvices provided by nn-pty:icin professionals with those p:o\rhhd by

éftniehn on £ mOre cu@ but separately umn-. basis. ih could, of
l .

E

ecs}un. sccurately make t e same claim for p:ycbolg\;ht:' services. Kowaver,
the Nealth CarecFinancing Adminigtration Mas mede it quite clear t‘#t thsy are
in #0 mood to meke any other szceptions {o the rebundliag pmvhina-:‘ of the
frospactive payment law.

The greater implication of tlil Kedicare's paymant system vh b:-o:hr than
the economic ;jnuﬂcnin or lr;mau‘ for the substitutsbility of psychology

nrvicog with those of physicisas. In this plrtic\:llr case, we are talkisg

nhout a fundamestal sspect of medical oduuun—-hnhvionl scieaces--and the

extent to which n-n._x professionsls who play & key role in providing teaching

aad services hsve thelr stability jeopardized by the requirements of PPS.

Furthermore, to recommesnd that these faculty salaries ba passed on to
. . Y

Ve " N \
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usiversity Mspitals §s5 unrsalistte and falls u‘em fato sccouat the fast | : ¢
that these individuals are acedemic faculty of s nltg:t:ity lniié.l school,
not ltlffiilplﬂ,l(l of asy ‘igﬁitll. - | -

—~ Bothk Congress n\d‘hc Kealth. Cara Finansing Ahhhh'gtiu Nave recogaized
that PPS was not perfect ss it was Adnpto‘. llnx‘ggﬁagls were l:gﬁétci te T

refine the D;Cs themsolvas, and to assure that qmit;-cf' CONCOrRs wers
" mot sacrificed for fiscel expediency. Yet ac clsar direct} \n;‘l-!r;ed on
hov or by whom thege chasges ufyt.hc ;nla. Indead, the prifrity coatisses to
be how to decresse the fedaral goverameat's shere. of pa tx even _f,urnn:.
MCTA i3 overburdened with the faltlal Smplementatios of the system asd &
myriad of special reports that were reguested in the originsl Ic;iilitionf N\"
The Prof-l-ioggl Review Organizations,.intended to be the overseers nf‘h‘nlitx
couched in suditor’'s gard, have yet to b ogo#;tiaail in evary state. NCPA
clearly sees its reasponsibdility primarily in fiténl terms. CGeneral opinion
hn x§, that the Pmnpcctin Peymeat issespmant Commission uco-undnnen:.
nlpccilily concerning rate ndju:t-alt-. uil]‘lurulg 1ag hchi:d knt reallty
by &s much st three years. Last spring. vhes we spoke to membe of thm
Co-uiSIXQn oo thif™v fy problem, wa were told that the Commiszsicn was nowher¥

. » /’\ \
near being able ¢ address the ipfue of medical sducation, much less thxe : é

fmpact of PPS on plxcholesiltlfacuity. -
We commend the nccl:tlrg leg\fﬂl by this Committes snd the Co ss to

control hesltd cere costs in this couatry. We urge thi- Committee to take’'s
lesdership role to make changes in the PPS to more accurately reflect the fact
that medical education has changed dramatically iﬁn:n the ori;inll"
implementation of Nedicare. Plychology'un@!d 1ike to contribute its expertise

on this end relsted matters in whatever way POIIiSll.

Thank you. -
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'STATEMENT OF DR. JOHN E. CHAPMAN, DEAN, SECTION ON MED-

ICAL SCHOOLS, AMERICAN MEDICAL ASSOCIATION, BRENT-
WwWOOD, TN : '

Sena®or DURENBERGER. Dr. Chapman. ,

Dr. CuapmMan. Mr. Chairman, my name is John Chapman. I'm a
physician and dean of Vanderbilt School of Medicine and a
member of the governing council of the American Medical Associa-
tton’s Sectign on Medical Schoals. Accompanying me are Dr. Roy
Schwarz, who is vice president for medical education and science
policy at the A; as well as Harry Peterson, who is director of
the AMA's Divigion of Legislative Activities. :

The AMA is pleased to have the opportuni®¥ to testify before this

mittee conkerning the financing of fnedical education costs
under the Medicare Program. .. _

e AMA has a long history of active involvemert in_and sup-
port for quality medical education. We believe that goocf medical
care for the Xmerican public is dependent upon the existence of a
large cadre of well trained physicians and other health care profes-
sionals. This belief is at the heart of the AMA’s purpose and
formed the basis for its establishment in 1847. ‘

The education of l?xysicians is long and arduous, requiring years
of ‘classroom work. The first 2 years of medical education in medi-
cal school focus upon the basic sciences in classroom and-in labora-
tory experiences. In the last 2 years, as students study the clinical
sciences, there is an increase in the integration of the student into

After graduation from medical school, intensive participation in
patient care begins. Graduate medical education, commonly re-

~ ferred to as “residency training,” places a physician in training in

a learning and service environment in which he or she cares for
patients under the supervision of licensed physician teachers. ‘
The resident participates in the diagnosis and in the manage-

“mint of large numbers of patients who present a wide spectrum of

disease states, and acquires the requisite knowledge and skills af
his or her chosen specialty. The residency is designed to offer the
resident increasing levels of responsibilities and to prepare him or
her for the independent practice of medicine.

The AMA believes that the U.S. medical education system, both
undergraduate and graduate, is second to none, and is an essential
component for asguring high-quality health care for the American
people. ,, o .

We strongly support the current system for T{mding graduate
medical ellucation through third-party payors, including Medicare.
A key benefit of the existing system of funding for graduate medi-
cal edutation is the stable t%nanciai environment which it has fos-
tered. This predictable financial environment in which teaching
hospitals are assured that reasonable, direct and indirect medical

the patient care team at the bedside, on the wards, and in the clin-
©ics, . .

-

education cos§ will be reimbursed has been a major reason for-the .

number and the quality of teaching programs available. Without
such support, hospitals would be forced to choose between two un-

desirable alternatives—eliminate the teaching programs or to face’

revenue shortfalls.

/0 T 141
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At the same time, teaching -hospitals and teaching programs pro-e
vide a number of significant benefits for the geperal public. Cer--
tainly all of society benefits from having \aglarge cadre of highly

trained physicians-in the medical specialties. In addition, teaching -
hospitals generally have more special care units, such as units to
“ treat cancer or heart attacks than dotwonteaching hospitals. N

’ As a result, téaching hospitals often serve as the me?ical referral .
center. Finally, in teaching hospitals residents, under' the supervi-
sion of attending physicians, provide quality patient care. In the
absence of residents, hospitals would be forced to hire practicing
physicians and thereby could incur increased costs. P

The present financing system recognizes that 1&gitimate reasons
may exist for higher patient cost in teaching hospitals. Teaching
hospitals generally treat more complex and more severe cases, pro-
vide more technelogieally intensive care, and provide more uncom-
pensated or insyfficiently compensated care'to low income and in-
digent patients.

" In addition, because teaching hospitals usually contain many spe-
cial €are units, overall occupancy may be lowered. .

In corfclusion, Mr. Chairman, we believe that the U.S. medical
education system, both graduate and undergraduate, is the bench-
mark against which other medical education systems are judged. .

. Preeminence in graduate medical education has been achieved by
virtue of society’'s commitment to good medical care, the dedication
of medical schools and teaching hospitals to high caliber education,

- and the existence of a stable funding mechanism.

- We are extremely concerned over proposals such as those made /
by the Department of Health and Human Services Advisory Coun- ‘
cil on Social Security to restructure the financing of graduate med-
ical education without a cleéar view as to appropriate replacement.
Precipitous action could severely impact on the quality of medical
education and ultimately on the quality of medical care in the
United States by underntining the Nation’s ab;l?;f to train quali-

t numbers to meet health needs.

to ensure that the Medicare Program
continues its long-standigl support of graduate medical education .
and continue to.pay its share of the cost of a system that bene-
fits Medicare beneficiari#s and .tke Nation as a whole. -

I stand ready torespond to inquiries. ‘o

Senator DURENBERGER. Thank gou, Dr. Chapman, very much.

[The prepared written statement of Dr. Chapman follows:]

fied physicians in suffi¢
Thus, we urge Congr

e
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M. Chairman and _‘ﬂ of th Committes: - R ‘

lyn-h.lohll. Chepmsa, X.D., mx-mumvmﬂ:
khoolo!l.dicimudgmof mwummxm
M. Roy Schwart, n.p. vie. President for meu Sducation aad Science
Policy of the ANA and Harry Peterson, Diregtdr of the AMA's Divisiom of
Legislative Activities. The nﬁ\yn pleased to Baye the bpportunity to .
testify dafore this Cosmittee concecming the financing of medical
o&m:§1m costs under the l.dl:lr-_ progras.
. The AMA haz z long hi:thfy of active involvement in and support for '
quality sedical  aducstion. The ANA belisves that good medical km- for .,

the American‘public'is dependent upon the existence of = largé cadre of ' )
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weil trained physicisns aod other health care professiomsls. This belief
is at the heart of the AMA's purposes and formed the Dagis for the
establishment of the m§nm in 1847.
X The sducation of physicisns is ¢ loog :nd ardious process requiring
mu:mmﬁauiuwmﬁtmu“
- m-ieim—'in-trg.i;ning to the practical sspects of patieat cace. The ' .
first two years of education in medical school focus geserally oq the .
bdasic medical sciences in classroom and laboratery expeciances. . In the
last two years, us students study clinical sciences, there is increasing
i.ntogntim of the student into the ratisnt care h- at the dedwide.
u’tor ;rndn.ut'..ion from ssdical school, i{ntensive mti.cipluoa i patieat
cacw beging ja the form of graduate l.icd sducation. GCoraduate medical
"ducnuon. commonly refecrted to as MG&:’ training, places the
physician-in-{raining in a Xu.n.ln‘ and secvice environment ip which he
or she cares for pnt.hnu under the mﬂinon of Iic-ud. ,
m-icim-tmhu The resideat pcrticipatu in the diagnosis and
muunnt of large numbers of patients who prn-nt a wide mctru- of
dium states and acquires the mqmsin knowledge and skills of his or .
her chosen specialty. The resideacy is rh:*nod to offer the resideat
increasing levels of respoasibility and to prepare him or her for the
independent practice of medicine. .
It is through the provision of patieat care in a tesching eavicoomeat
that a physician learns the practice of clinical medicine. It is
difficult if not impossible to separate the leacrning and nwic_c.

components of medical educstioa. “Hands on™ experience is absolutely

necessacy. ) -

. -
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The ANA has & long standing and direct imvolvemeat In semucing the
quality of ;naun:—ueu education in the United States. The AMA
.ctinl; Mmm in the volumtary accrediting of medicel Ml
through the t.ig.m Committes o2 ldiu.l tducation, of residency pm;m
wmu:mm«mn for Geaduate Medlical Education, sod of
contimuing medical educatics programe thoough the Accreditatiom Council
for Coatinuing Nedical Loucation. In sdditics, we have oA DUBSCOUS
occanions suppocted afforts to provide federal finsecial sssistancs for
uodecgraduste medical education programs. We beve also strongly and
consistsatly supported federsl finmmcial aid for medical studemts to .
insure thet ualified individuals Bave em Ghpoctumity to rsue a medical
career whers thece ace insufficient family ressurces.

m«mt mtndmm;&. both undargoaduate sad
graduate, mmmqu-umnﬂquqmm
component for assuring high quality Nealth care for the Mmacricen pecple.
Ge strongly believe thet im citler Lo saintaia this peaiticn s stable L
aavironmeat must exist for the finescing of medical educstion at all
lewels.

The AMA strongly supports the current system whersby Nedicace and
other payor entities share in the cost of medical educatiom. MNadicare
deneficiaries as vell as parsons cmundwbr other health plans share in
tiu M&tl of our.medical educatlioa mt- by receiving b.l.lth care
services from well-trained and nn-qutfditiod msedical professionals.

We are cencemmed that withdrswl of Nedicars funding for direct and
indlrect costs of medical educstion, as has been suggested by some, would

severely impact on the guality of medical educstion snd ultimstely the

quality of medical cere in this couatry.

3 ’ !
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We cosmend this Committes for begineisg sn inquiry ints the financing
of medical education mdo-t the Madicare program. The systes of financing
sedical education is complex. Changes must de carefully evaluated and -
comsidered since an ill-advised change could threates the natica’s
ability to train ‘q:ﬂ.u‘_id physicians ia sufficieat numbars to meet the
health needs of our au:} - ’

+

Mc. Chairman, I will now describe the axisting financing system and .

axplain why we Delisve it has sscved our gation well.

Qirreat Finaosing of comdvate Medical Educatios Costs Dy Medicare
. Existing -law provides that s hospitsl will be reimbursed Mpside the
prospective paymeat systea for its direst an¢ indirect medical education
costs. ‘
Qirect costg .

SDirect costs” ace axpenses ﬁn;ctly moei;u‘ with an approved
-d.iu.l' education pM‘ opecated by s bospital. These c:lts include
th‘ salsrias and Erim benefits of Md‘!h and the p&ﬂiﬂ of the

::};riu of tuch&u shysicisns att:ibutm: t.c sducationsl nuﬂtiu.

_Undar the Social Sedurity Amendments of 1983, such m copgtinue to

be paid by Madicare oq a reasonable cost basis. ~

According to the Council oo ITegchins Hompitala' Supvey of Housestalf
nmmu..mm teaching hispitals oo sa avarege spent
over $) milliocn on sxlaries and fringe benefits ior residents during the

r .
1982-83 academic ysar. This smount mﬂmtnd an increase of 3.4% over
the amount spent in 1981-82. Tesching hospitals are extremely dependsat
on patient care revenues for the support of %A'nsmf salacies and
o '

fringe banefits and generuilly have nowhecre else to turn for resources to

i
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covec this vital fumction. An avecwge of over 3% of the fumding, for

Mm utm-hqitds. sxclusiva of Yetecsas'® .

_ , /
Muinistration bospitals, was obtained frok “patieqt ceveaues.” The Eacm

“patlient revenuas” ‘includvu pthéu froa id.icm. Nadicaid, Slue Cross,

commercial lnsursnce carciecs, snd direct patieat payments. ' Other

Morf(ndxurwmumru@é-um@-m-u&u

governaants (SR}, the Vetetwns® Admisnistration (1.5%, m.i\mnithn (m
omm(sm MIﬁthﬂm rrivate grants and

-

endouments. : v _ ' , -

Indicect Costs-

' ‘Mrﬁsmemt‘"mmd;t&‘cun;m;m ot
directly attributsble to the hoepital’'s medical .«é;uu sctivities.
m«aummmmtmmmwnmm :

_seciously i1l nthnu and th afded costs uaqchzd (iun thc teaching

'ofmimu. mmm,mmmmsm memu

i

of medical education. A hospital's indirect medical education paymeat is
calculated by multiplyipg its total DEG revenue, an educstion sdjustmect
factoc that repressats the effect of tesching activity on the bospitals
operating costs, and & factor represeating sech 0.1 increass in the
Jpepital's ratio of full-tise equivalent resideats ta beds. .

In reporting the Social Security Amendments of 1983, the Nouse Ways
404 Mesns Committes acknowledged that an sdditiosal paymegt to teaching
hospitals for indirect ndu.-ueinn‘ sxpeases is apgpropriate

r

<« . in the light of serious doubts (explicitly acknowledged by
the Secratary in his receat report to the Congreas on prc-poetivc
paymant} about the adility of the DG case classificatioca systaa’tc
sccount fully for factors such as severity of illness of patients
‘cequiring the specialized services and trestmeat programs provided by
tesching institutions and the additional costs associsted with the

tesching of residents. .

i '“ ~

-
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N The lsttec costs are understood to include the sdditiomal teets ..
' \ and procedures ordeced by reqidents sa well as the extra desands
placed on othec staff as they participate in the education process.
. Your Committes emphezizes its view that theee indirect teaching
: axpecses ars not to be subjected to the same standacds of
‘=gfficienay” implied under the DAC prospective system, dut rether
. that they ace legitimate sxpenses invelved in the post gradusts
- medical education of physicians which the Nedicare program has -
u-mxmmumofmtmet
system.

Ranefits of \he Existing Finascins Srates
> " The AMA strongly supports the curreat system for finesting graduste
-.um education through thirdmtymﬂ hcludh(ld&cm A key
'h-.-n: the mltin‘ systea of funding mn medical sducation is

" the stable £inancial eaviroamant it has focum This. rn‘u:mlc
ﬂmchl -nvimt. in uhich tach.in; bospitals m m m:
mz- timt. i.ndkm: medical qiuution costs ui.u be
reimbursed, mm:-dummfn:hm:ndqmurof
teaching programs nd:mh. e m,ecnccmoﬂ over propoesls to
costructure the fizancing of graduste medical edication becsuse no stable
cit.omntin fmdin; sources Dave been identified, without predictable
figancial suppact, teaching howpitals be forced to choose betwesa
two undesirible altsrnatives: ‘eliminats essemtisl teaching programs o’r‘\*’

Mn‘ large revenus shortfalls.

At the seme time, teaching hospitals and teaching programs provide 2

pumber of significant benefits t? tha genaral puhﬂ:. c.rtdni}, all of

society mut}s from havlig an adequats wupply of highly beained
physicians i all medical specialties. In sddition, tefching hospitals
generally have mare special care units such as unite to'tmt_ cmccq;' or
heart attack than do non-tesching hospitsis. “Ll result;’ t-l‘aeh}.n;"

'

hospitals often serve as the sedical referral center for an aresa offering

'

O
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tertiscy care unavalladle elsewbesw in a commnity. Finally, in tesching

”

hospitals residents under the mupervision of attending physiciane provide ’

quality patieat cace. In the ahsance of residents, hospitals would be

forced to hire practicing physicians and theredby could lncur incressed

- ™

Chﬂltl.

The pmnnt systea mosni:u that lccitlntn reasons exist for
higher patient costs at teaching honitu:. tucung hoqniml gecserally
treat more ceq:lu: and severs cases. provide more tachmologically

intensive care, and provide more ‘MM or inpufficieatly

‘compensated cace to low-income sad indigeat p-@tl, In sddition,

because teaching holtpit.lll‘ ufually contain meny special care units,
overall occupsncy rates may be lowar than.those of non-tesching hospitals
whare beds u); be available for genersl admiseion. |

The U.S. medical sducation systes, both gradusts and undergraduste,

ix th. benchmark against which othar medical education systems in the

world are judged. Preeainence in mtc medical education has b.cn

achisved dy virtuc of society's commitment Lo good medical care, the

O

dedication of medical schools and teaching hospitals to high-caliber
education, and the -xi;t-ocn of a stable funding mechanism.

We are extremsly concerned over proposals such ax those made by the
Department of Heslth and Human Services' Mvil;q Council on Social =
Sccurxty to restructure the financing of ;ndu-t: -.dic-.l oductt.‘.cu
uithout a clt;r viaw as to how gradusts medical education will ba \
financed. Pracipitous action could undarlim aot on).y ous graduate

mical oducat).cm system, but the qu&li.ty of our health care systea as :‘

s
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continues its 1«;—-&.-&;:; support of graduate -d.lc;l efucation and
continues umiuhirmd m:«uef;mtqtmwiu
Nedicare Mlchriu sad the natios as a whole. - '
lr Chairmen Myou for providing us with this npport.m.i.ty to
tsurr, I will be happy tc answec any mt&m Nesbers of the Ga—ittn'o

nay have.

' STATEMLNT orDR. BENJAMIN COHEN CHIEF ADMINISTRATIVE

OFFICER, UNIVERSITY OF MEDICINE AND DENTISTRY, NEW
JERS S(‘HOOL OF OSTEQOPATHIC MEDICINE, ON BEHALF OF
THE AMERICAN ASSOCIATION OF COLLEGES OF OSTEOPATHIC
MEDICINE, WASHINGTON, DC

Senator DURENBERGER. Dr. Cohen. .

Dr. Congn, Thank you, Mr. Chairman. - ‘

I'm the dean of the university of medicine and dentistry, New
Jersey School of Osteopathic Medicine, and I'm representing the
American Association of Colleges of Osteopathic Medicine. The os-
teopathic profession is a profession of primary care, of health pro-
motion, and ‘of disease prevention. Eighty percent of all of the os-
teopathic physicians are engaged in primary care, wify 50 pencent
practicing in areas populated with 50,000 persons or dess.

The model that we utilize for graduate education is dxfferent in
both scope and environment than the traditional medical graduate

- system. Ourgraduates serve a rotating internship during the first

postgraduate year. That internship is geared toward primary care,
and primary care issues. The internship takes place in small- to

. medium-sized community hospitals. Many of the faculty members

are private practitioners who have volunteered their time. The.
great difference between the osteopathic and allopathic professions’
graduate program, lies in the fact that most institutions where our
graduate medical education takes place is in the pnvate sector, the _
smaller community medical hospitals. .

We are pleased that Congress has had the wisdom te finance

" medical education both for the direct cost for Medicare reimburse-

ment and indirect adjustments as the development of a PPS occurs.
We certainly support the necessity for the survival of quality medi-
cal education and for the continuation of such reimbursement. The

current reimbursement plan permits the osteopathic profession to .

continue -its graduate medical education outside of large tertiary

“enterq

However, we think that there is a gheat v Inerabxhty to that con--
tinuation. Because of the cost containment| environment, any re-

‘trenchment in ¢ related to medical edudation moneys allotted

to small- and moderate-sized community hospitals will force hospi-
tal boards and their administrations {o consifer the fiscal viability
of the institution. This fiscal reconsiderationicould be done at the
expense of medical education. The osteopathic, medical profession is

.

[
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concerged because our primary care programs are conducted in - ¥
v mmmumty hospitals. We note that most hospitals have short expe-
. ' and that the jury is still out. We do ~
fore we can address that issue. _
The exact nature of indirect costs for medical education is stil* -
,perplexmg It lacks clear definition and experience, and awkits a
more concise delineation of its posste effects and implications. :
We urge the continuum of medic€l education support through .
the Medicare system. We urge that no programmatic changea occur W
until the facts are in. I fegard it as analogous to a microscope
s~<which has on its stage, medical edut,aa%n There are two knobs of

~

adjustments on microscopes, the gr nd 'the fine adjustment. A
great programmatic change prematurely placed upon the micro-
“scopic stage might put our whole system grossly out of kilter, disre-
garding the fine focus of current educational workings.
) *The long-range facts must be considered. We urge Cangress to
~  look at the future so we can address some of the impending issues
of medical education. W& must realize as we approach the end of
Jhe decade, that there are predictiong of a surplus of 70,000 physi-
Lans Clearly, the need for more costconscious primary physicians
is evident when' we look at that surplys. Hospithls of the future
will be leaner. They will care for the gravely ill, operate on the .
~ most major cases, and accept only those patients who are unable to
ambylate. The bulk of medidal practice in the' future probably will
switch from in-hospital to ambulatory health care.
o We hope ‘that these centers will be sites for a prototype of train-
i ing for our physicians of tomorrow. Medical education in e future
will look toward the reimbursement system that takes into account -«
the ambulatory services of this country. :

‘Last, if I may saydF think the strength of this country not only’
exists with the individual institutions and its industries which are
able to look at options, but thanks to individuals like you, Mr.
Chairman, the strength of our Nation rests on,the tradition of
hearing the public and registering the bulse beat of this country.

1 hope fhat the testimony today will make the’Senators realize
that all of us are asking essentially for a continuation of the
system until we can come up with the adequate facts, consider im-
plications of change, and address the issues with wxsdom and fore-

thought. : BN ! ;
Thank you. ¥
Senator DURENBERGER. Very gbod. Thé\nk you ‘very”much, Dr.
Cohen.
2 [The prepared wntten statement of Dr. Lohen follows: ] ,’ .
!
A B
L b
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Goud afternocn, Mr. Chalrman and members, uflthe Subcomipitee. My name
H §

hysitian and“Serve .,r‘ms.n of the

v
Utitveesity of ‘Medicine Dentistry of New wrilege of Osteopathic

w De. Heajamin S,‘ghen; {am an ostecputhic

+
Medicine. My statemen? (0Wou loday will reflect the rrspective of the

Atiericun Assoctution of Colleges of Osteopethic Mediofne and its member

uﬂlrges. We ure pignsed to have this oppartunity to provide the Subcommittee

with our view of (hé® current miedicul education financing neechanism under
~

i, *

pu-dwum. )

I g

"As you may know, the wsteopathic profession puc&cm medicine based on

sigufcant components of primury care, health promgtion, end disease preveng@n.

Tha€ nolistic sppraach is reflected in the kind of health care services provided
L

by our physicians. Over 80 percent uf the osteopsthic medical profession sre

engrged in the deiwery of prknmryﬁﬂ* services, Mare ththalf of the pm!'mmn
- .

provide health care seevices te commumitios of less than 50,000 persons. The
|
usteopathic mediesl eduenlion process it an ttegral antf Wtal part of eur success

t dehivering thive vsilable health care services.
. \
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Both the modol and the environment af osteopathic graduste madical egucation r

vary significantly from those of alioputhie medical educatioq. Upon award

of the D.O. degree, ostcopﬂtmc physicians must mmplete s one year, rotating

mturmmp prior to any specialized residency training. ‘nm mtem;?up experience R

most . often _occurs in smsll to modecate size cammunity houpitals. Some of

the smaller facilities jom tq form cmwrhums in order to provide their intems
with exposure te the full range of medical services. 'Finglly, & significant portion
of our teaching physicians sre private practitioners. who volunteer their ti-me

<

for teaching wctivities, .

While osteopathic medical education makes &n” important contribution t{o this

profession's. ability to respond to national health care needs, funding for that

sducation has grown increasingly precarious. Our heavy reliance on gradustie

medical c(hwnum‘witmn the private sector of small, c‘ommunity hospitals means
that more traditional sources of medicul ed}mstim sWt such es faculty funds,
eadowment funds, and federal reunrch doliars frequently are not avylab&e
to this profession. . ‘The historical recognition of medicsl education costs under
medicare has allowed our trsining programs to continue producing the kind

*

of practitioner most needed by this nation,

we were pleused when Congress took specisl care to continue recognition of

medical education expenses via medicare's pass through of direct medical

education, costs &nd retention of an indirect medical education adjustment during

itwevelopmcnt of the prospective payment system. As the full Senate

Committee on Finance acticulated upon reporting out the PPS measure, medical

| :
/‘edjcatmn costs “sre legitimate expenses involved in the postgraduate medical

:\‘ bl

e



education of physicians which the medicare progran: has historically recognized

as worthy of support under the reimburscvnénn( sy:}:m."
Continustion of that federal reimburscmemqmiiey.hy Congréss is invaluable.
Medicnre reimbursement for t‘txc costs of graduste nvedical eduvation has
contributed  manifoldly towards thc‘ on-géing development of quality, - -
!Mi:ul-trninmi glxysicintm' for this nation. For the osteopathic pmfnﬁm’.l i
that contribution has been particularly valusble. It has had & positive impa\ct

Sn our ability to operate graduate medical education programs outside of the

large, tertiary care centers. It mlso hws snsbled us 1o coatinue to produce &
popuiation of physisinns which provide badly needed healith care icrviee:. mestly

in the srea of primary, care.

. . ~

+ However, the future of medical educstion is becoming increasingly vulnersble. -
As hospitals seek ways to hold down costs, and operate within the coastraints
of PPS, increased scrutiny may be turncd towards the fiscal viability of
maintaining nospitst—bascd‘gmgwte ‘;'“;Lﬁ(‘li education programs. Indeed, a.
growing .reluctance on the part of sénm t‘or—pmfit hospitals to maint&in medical —
educutio.n programs hss aiready been evidenced. We believd maintenance of

medicare reimbursement for medical education costs is essentisl.

More specifically, we support the ccmi;mstian of the current medical education_
[inancing mechanism under medicare during this period of time in which the
prospective payment system fully evolves. We do so for several reasons. In "
the short-run, inclusion of osteopathic hospitsls and their graduate medical

education programs under the new system has been brief. Many of our hospitals

ERIC. ' | ‘ A . .
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have parttcipat& for oaly & few months and sny impact specific to medical
*
education is difficult, if not impossible, to discern at this point. I the long-run,
it will be Severnl yearé untij !he'eun‘cnt medicare reimfursement system,
us fully envisioned by Congress, is completely in place. On Doth measures,
Mr. Chairman, the dats regarding the impdft of PFS on ﬁedicﬂ education
simply is not yet in. - , -
. .

There exists another, perhaps more significant, reason for refraining. from
inaking nny immedisxte judgements or dJdecisions rqtrduu the financing of

medxcal ucation uqder medicare. To date, there is mtie informaion available

regardi the exsct n&ture of indirect medical costs, teaching physicians,

and ténchinq hospitals, Collaborative ex’fm'ts among those individuals most

cﬁrecuy invalved in medical education, Congress, and the Administration cou!d

conmbute significantly to that body of knowledge. bor that ruson, this hearmg
u._a usefui forum end we are greteful to the Subcommittee for recoqmzing
its importance.

As yvou undoubtedly mre sware, several -dther efforts have been initiated o
@ddress this need. The tiealth Care Financing Administration has been working
for seversl years to i&wagum{im regarding the reimbursement 3( physicians

in tesaching hospitels. Difficully in defining medies.l‘cducntim items and clearly

“delineatingg those from health care delivery items has contributed to the delay

»
in promulgating the regulations. In addition, the Office of the Secretary,
Department of Heslth and Human Services has b@ﬁ‘ & four year study of

the financing of graduate tiedical education. Two years of that study remain.

]
k]

"
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Stearly, much of the information‘needed to review the impuct of current medical

? feducition reimbursement policy as well as the level of that reimbursement

gurrently is being accrued. We beliove that any programmatic change in

mgdicare reimbursement for medicpd education should wait until all of the

facty .(I-e in. Only then can such policy be reviewed 'and shaped in‘n,‘

comprebensive and deliberate menner. ’ ‘

We have & mere immediate concern as wé;h We caution ageinst reducing current
relmbursement levels pfovided through the indirect medical eguean'm
sdjustment. For the csteopithic modicu) sdusation cammunity, in which medical
training occurs tmldxh & natwork of small to moderate commmi{y I'quitals‘,
any precipitous retrenchment in that- adjustment would jeopirdize seciously

our nmuzy to continue producing the very Kind of péucmimer most needed,

- . i .

On & mote 1cmg&crm busis, -we believe that fedeml palicy regurding'

seimbursement for medical educwtion cvostx under medicare will affect &he
aature of health cere delivery. It iy clesr that the x;eder:l government has
the potential to exert & powerful_innuen‘cte on the development and utilization
of specific. high-priority products through such .mech:nisms as federal
reymbursement policy. The contiaued r;‘;ed “for primary care providers, in &
cost-conscious environment, fs evidenl, We believe the federal government's

L]
impsct on graduste medical education, through reimbursement policy, could

contribute towards responding to that need.

Furllier, 1t is appareat to everyone thet the traditionsl <«cenario for hos,pitﬁl
care is undergoing rapid change. We are viewing & future hospital which is

slimmer and ieaner and caring for & sicker patient. Coacurrent to that vision

156
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.. s one in which many of the mr\tkcez traditiooutly provided in“a hospital will - ) o e
be pmvidc;djn ambulstory care cenfers. Graduate medicsl aducation can, o
#nd we belicve should, play u vital role in preparing, futute physicians to
purticipate in that new prototype of care, Ag‘ain, we baelieve tRe federal
government’s policy towards graduste- medicsi edut‘l.tion‘ ;‘cimburscmmt could’ .

affect that role in & very positive way. ‘ ~

1
-

Coatinuation of the current reinlbursement boucy ensurex some level of positive

federal hinpuct on ‘trumin’: prograims which respond to current national health
. s : :

care priovities. In that limited way, medicsl education programs, such as those

conducted within the osteopathic profession, which are not {requent]ly eligible N

focus is the deu_very of primary care services, are ancouraged.
ommittce to ‘regard the cwrrent funding mechanism and &ny -
« future policy change in lighg, of tﬁcir impact on such-gruduxte medical educution : .
prograims, with a view mwai‘ds strcmthéning their potentisi to respodd to
national heslth care neads. .
' ”
Our conclusions for your consideration us you study the current medical education
e reimbursement system under medicare are two;fold. First, we beligve that
the current funding mechanism should remain in place until anhof the information
necded to muke policy recommendations is aveilable. That récoﬁrmendtim
is inclusive of both general reimbursement policy and the specific level of ¢
reimbursement provided through the indirect niedicnl'eduoation sdjustment.

~-
.
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Seeond, we beliavé atrongly ruz. through such reimbursenient po.hcy, the federal

: g'ovommcnt can, and should, \oncourage the vmu’fy of - lynom in which

htgh«pﬂthy mmrcu are dev We believe particular atteation should

‘ bc tocund on tnchmg programs,’such as the ones within the osteopathic medical
education eﬂmmmuy, which rely huvus on o’ mtwork of mull.. community \f

 hospitals. The federal govemment, through such & focus, can help in pmndmg

for the coatinuation of efforts 1o produce primary care practitioners and to
provide haalth-care in rural and underserved aress. ' -

4

We are cognizant at'tho fiscal constraints within which the federal government,

and, indeed, all hca!th care providers must operate. We ruogniu the necmm' "

of controuing Mﬂth care costs and plette our eoopeutmn in that ef{m-t The
mtmpu:mc medical education community stands ready to assist Congress and
the Administration during their effarts to ensure that federal heslth dollars,
é;e used to respond, in tﬁc most effectiwe@umer possible, to the health care

fieeds and priorities facing us today. Thank you. *

B
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SUMMARY

n

Thus lestumony reflects the perspective of the American Associstion of Colleges
af Osteoputhie Medicine and its member colleges. ‘The osteopathic profession brings
an timportant view to health care; s medical education and.practice stress primary
cure, health promotion, and disease prevention. Over 8U percent of the osteopathic
medical profession are engaged in the delivery .of primary care services. More than

half of the profession provide houlth eare services to communities of Joss than 50,000

persons. > ' .

The tustoricat recognition of medical education costs under medicare has contributed
significantly to the development of a strong, qualified cadre of hospital-trained
physteians in this nution. For the osteopathic “medical education community in
particular, becsuse of Ms extensive relisnce on training in small to moderate

< cemmunity hospitals, thaet reimbursement policy has been invalusble in our efforts
to train significant numbers of primary care practitioners, Therefore, this profession -
was plessed that Congress chose {o continue medickre recognition--of - medicst = 7

educntion costs under prospective pavinent.  We support the continuation of that
revnbursement policy for the future.

tmportant information, vital to any policy recommendations regarding the current
medical education finuncing mechanisin under medicsre, is not yet available. The
period of Ume in which hospitals have operated under the new prospective payment
svstem s been brief. 1t will be seversl years yet before the system is fully
implemented.  Further, while several efforts to define more specifically the
parameters of graduste medical education have been initiated; that work is still

anderway,  Consequently, we believe that sny programmatic change in medicare '
retmbursement for medicsl education costs and any change in the levels of that

resmbursement should wait until all pertivent information is available.

Finally, the osteopathic medical edueation community recognizes the potential for
the fedgeral government through such mechanisms ss reimbursement policy, to
encourgpe the development of specific, high-priority heslth care products. We urge
the Sybeommittee to regard both the current meédics] education financing mechanism
and gny future policy recommendations in light of their response to a changing health
cur¢ seenario. There s an on-going need to develop a strong cadre of primary care
praﬂ*mmnrrs ws well s n cadre of physicians adept in providing services in such
ww health care environments ss ambulatory care centers. We belleve the federsl

wernment could, and should, make a positive impact on the medical education
Community's atilitv to respond to those needs through its medical education

*

‘restibursement policy.
, Fe
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STATEMENT OF ®DR. LOUISE FITZPATRICK, DEAN OFY THE
SCHOOL OF NURSING, VILLANOVA UNIVERSITY, VILLANOVA, *
PA. ON BEHALF OF THE NATIONAL LEAGUE FOR NURSING

Senator DURENBERGER. Dr. Fitzpatrick. _

Dr. FrrzraTRICK. Thank you, Mr. Chairman. - :

I am Loujse Fitzpatrick, dean of the college of nursing at Villa-
nova University, and I am speaking today on behalf of the Nation-
al League for Nursing and the American Nyrses Association.

s

4

The National League fon Nursing is a nationally recognized ac-
crediting body for nursing education and the American Nursgs As-
sociation represents registered nurses through constituent - State
nurses associations. . .

With me is Ms. Sally Soloman from the National League for
Nursing staff. -

We appreciate the opportunity to present our views on the sub-
ject of Medicare’s role in the financing of nursing education. As I
am sure you know, members of both organizations have a strong
interest in maintaining high standards of nursing equcation so that
gg;ients. many of whom are Medicare recipients, receive the

t nursing care possible. :

Mr. Chairman, in the interest of time, I will present some salient’
features of our testimony, which has been submitted.

Since the enactment of Medicare 20 years ago, there has been a
shift in nursing education programs which makes it necessary to
reevaluate Medicare’s policy on funding nursing education. In 1965,
with the majority of nufsing education programsg being hospital-
based, it was understandable that most of Medicare funds for nurs-
ing education went to these programs. However, between 1964 and
1983, the number of hospital-based programs has dropped more
than 50 percent, while the number-of nursing programs located in
institutions of higher education has nearly tripled. '

Today, students from basic nursing programs, located in institu-
tions of higher education, comprise jover two-thirds of all nursing
graduations in contrast to the muchsmaller percentage that they
represented 20 years ago. In addition, the number of masters nurs-
ing programs has increased from 56 in 1965 to 154 Ih 1983. -

Despite_these trends, the majority of Medicare funds for nursing
education continues to be allocated ospital-based programs.
This is ev}denced by MCFA’s most recent statistics, which indicate
-that for- 1979 Medicare spent approximately $135 million on nurs-
ing education, the majority of which went to hospital-based pro-

- grams. - ' .
r’l‘h‘e allocation of Medicare dollars to finance nursing education
does not accurately correspond to the distribution of the nursing
student population. For nursing schools located in institutions of
higher education*the greater fiscal pressure the hospitals are expe-
riencing as a result of prospective payment systems has been a
source of #ome doncern. There has been discussions that schools
might be billed for each nursing student that us? a hospital’s clini-
- cal facility. :

I know from firsthand experience and recent experience that \
Rursing schools in the Philadelphia area were threatened by one
hespital with a $100 charge per student for fall 1984, despite the

160
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fact that the nursing sc¢hools place their own faculty in these facili-
ties to provide instruction, using very low faculty-student ratios of

approximately 1 instructor per 8 students, and to say nothing of
the contributions which both students and faculty make to improv-

-ing the quality of nursing care in the institution and to the devel-

opment of the institution’s nyrsing staff. S

Although this $100 charge has been suspended for the time
being, or at least unsil December, it left many concerns within the
nursing community. If nursing schools are charged these fees, the

4

_éxtra financial burden will either force schools to close or to pass

the cost along to the student in the form of- higher twition or fees
which would certainly be a deterrent’to student recruitment.

To our knowledge, there is no comparable movement afoot to
charge undergraduate ‘medical students in order to recover the
clinical costs of medical education. The recent passage of a prospec-
tive payment System has raised questions regarding what should be
recognized as direct educational costs for joint educational pro-
grams. By this I'mean when a hospital is used as a clinical site for
a nursing program, which is operated and financed by an institu-
tion of higher education. ) \

Clarification is definitely needed regarding the definition and in-
terpretation of these costs. This is closely linked with a second
problem—lack of essential data. Estimates of direct nursing educa-
tion costs are lacking for both individual hospitals and on a nation-
al basis. " : ‘ .

Because we are so aware)of this lack of data, the National
League for NurSing is currently organizing a nationwide survey,
the results of which we hope will help fo identify more precisely
the. existing ways of recognizing and handling dirett nursing educa-
tional costs. : o

Once these data are collected, we will probably be in a better po-
sition to understand the allocation of funds for nursipg education,
including those for Medicare. And we certainly will be pleased to
share these data with you and your staff. '

A final point to be clarified is the distinction that must be made
betweeri medical and nursing education programs as far as Medi-
care reimbursement is concerned. Interns and residents are gradu-
ate physiciaps and are employed and salarjed by the hospital,
whereas nursing students ard! undergraduates in large measure,
and in addition, graduate students, who are in place in hospitals ad
part of their clinical practice for learning and for=which they pay
tuition. .

* Finally, although most of Medicare's funding for nursing educa-
tion falls under direct costs, we also have some concerns about the
prospective payment system's indirect adjustment for teaching hos-
pitals. This proxy for higher costs associated with academic institu-
tions is based on graduate medical positions and does not take into
account the provision of clinical experience for nursing education
programs. Hospitals without interns and residents, but with several
nursing schools using their facilitiég for clinical placements, do not

‘recover the indirect teaching cost of the nursing edutation pro-

gram. ‘ _ o N ‘
In summary, we consider Medicare funding for nursing education
to be important, but the current methodology used to allocate the
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. Medicare dollarwdoes not accurately reﬂect the changxng trends in.
nursmg education.
i This ends my testxmony, hut we wquld be happy to answer any
" questions. ’
Senator DURENBERGER. ’Phank you
{The prepared written statement of Dr. Fxtzpatnck fo}lows}

-
»
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Testimony of the ktipnc}} League f;r Nursting
l. ~and the
) American Nurses' Association
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\ _ U.5. Senate Finance Committee
Subcommittee on Health
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o October 1, 1984

2 Mr. Chatrwan, I am Or. Louise Fitmatric:. Dean of tt-\\e School of
Nat?anﬂ League fm' Nursing (HLN) and the Merican Nurses' Assuciation (ANA
NLN is the natmnany recognized accredtting body for nursmg education and' is
one of the largest coaHtmns ot heﬂtn .care pmfessiona!s. vractxtmners angd
consumers dedmcated to providing quality henth care. It includes 2, &GO . !
agency members andﬂ? 000 mdividuﬂ members residing in constituent }eaques _—
throughout Jtne cauntry.. ANA represents 185,000 registered nurses t.hmugh 53 o

constituent state nurses associations.
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* - For the U.S. Senate Finance Committee
Subcommittee on Health
October 1, 1984 ’ ‘ :
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\ “1. Changing Trends in Medicare and Nursiiﬁducation
Nedicare palicy for funding nursing.education nseds to reflect more Lo
accurately the shift in nursing educatfon vheneby the majority of the =
nation's pursing programs are located in institutions of higher educa- ox
tion, as opposed to 20 years ago, when they were mostly hospital-based
diploma pragrams.. .

11, The Impact of Cutbacks an Nursing Educa . .
In an era when hospitals are under gredter ffscal pressum, nursing : v
programs located within institutions of higher education are ‘concerned : .
that hospitals, where their students are placed for the clinical partion -
of their education, will charge the schools & fee for each student in
order to generate revenues. TNis would place an unnecessary burden gn
nursing schools and nursing students, many of whom: are aIr’ea{!y finding
it difficult to make fmanciﬂ ends meet, .

3

III. Need for Palicy Chﬁﬂcatmn and Additional Data .
Passage of the prospective payment system has raised questioqs as to L
what should be recognized as allowable direct nursing educational costs. -
Clarification is neaded regqardingethe definition and interpretation of .
these costs. There is also & need for more data regarding these costs
on behalf of individual providers and the federal govermment. .« The
.effect of a diyect pass-through er any other financing mechanism S:anmt‘
- be assumed to be the same for both medical education and nursing '
education,

IV. tospital-Based Nursing Programs ot
Hospital-based nursing education programs, which are highly dependent -
upon Medicare funding, are concerned that their educational costs might
not be fully recognized either tRrough the direct pass-through or
indirect adjustment under prospect ive-payment. The growth of
single~purpose degree granting institutions has alsa raised guestions
regarding allowable-direct e‘;fucatianai costs.

V. Indirect Costs )
This proxy for the higher costs associated with academic teaching
institutions is based on graduate medical positions and does not take .
k into account the provision of chmcg? experignces for nursing
educational programs.
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reoe Ne &prechu the oapcrtumty to present our’ viens on the sumect of |

M‘iumé rcﬂe ia the fmancmg cf nursmg educaticn Menhers of both
ommintdons nave a strong intemsf. m waintaining high standanis of nursing
educatmn so that patxents‘ many of" whom are Hed1care recwients‘ can receive

tne he(st nursing care.
pabal b Bl

! e ‘ A
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CH&NG{RG @ NDS 'IN ﬁE)ICP&E AND NURSING EDUCATION

.

since Medicare was First eqacted-‘;n 1965, the health cam system has

witressed significmt chang’e& One m_mr area af change has been in the

assumtmns undeﬂymg the usa of feqeral junds to Hnance education far

uealth care nmfe:ssmnals. In the sixties. the short_age of pi\ysicnns and -
~ .

nursas was. in ‘part, t.Ne rat‘na\e behindrﬂediéare s comwtment« to, providi

its share af funding for health pmf‘gssmnaj& “educatfon.” Tht; fedgral
A

gavernment a{\sc sudé Yts contribution thmugh generous Fund mq fpr tratning of

heanh care pmfe;sﬁena\s under the Public Health Service At. ¢

Today, n%suytdue ta the "sllocation of federal monies, - the shortaqe

t

| af phxsich and nurses nas gbated. None'meiess because’ of Hedwca;e (3

‘ inte%est in ma‘iﬁtéininﬁ an adegquately prepared caé‘efdxeﬂth care‘.

¢ pmfessiona]s ard its necoqnnmn Qf\the absence cf cmmunity resuunces to
.meet mese needs, Neghcare cont tgues to contrmute a cer‘tain amunt of money

to the financing of nealth professignals! gducat1an tnmuqh fts paymant for
services, 3 . S - L

-7
& .

B Rggarding thuse efjucationﬂ costs, it was the or?dinai 'i\’n‘tent of

-

A

P!dh.are that the burden for educatmg health professionals be tmrne as much

N X a5 posssme by the community and hot by patient cafe dollars, Hawever‘. since

v,

O
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agreed to pay its share of the cost of educational. programs in provider

fnstitutions.

The Medicare cost reimbursement system requires that reimbursement
can ve made only for education otcurringgin hospital settings. As a result,

most of the costs of hospital-based nursing ed&cetion programs are reflected

{n the hospital cost repart, while the allowable costs of nursing education -

programs operated outside of hospitals are limited to the cost of the clinical
component. ’ ’ : , \ '

- As you'knou. in 1983 éonqress enacted Qhe.prasaective payment system
uQicn rééiao:d Medicare's cost-based reiipursemeﬁt system previgusly in
effect. The result of this new system is to provide hosbitdls with & fixed
pr ce.far fn-patient services according to diagnoses a;d & separate cgst-based\
payment for education and c-pitaT‘Bxpenses. For nursihg¥ this has raised two
inportaﬁt,qu85115ns: 1) Ooes the definitfon of direct educational costs
sufficiently recéqn;ze all of the direct costs of nursing programs in the,

clinical setting? 2) Do the DRG rates adeductefy céver the indirect costs of

. 4 - ‘

T nursing education? .-

O

RIC
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Assumpt fons Qnder’ying the allocation of Medicare funds fcr nursing

»
education have been based on the universe. of nursing educatfon programs at the

time when Medicare was first enqrtéd--zo years aqo. Since then, nursing
education has undergone dramdtic changes and the Medicare program has
underqgape significant changas d's well. l

For exaq}le, 20 years ago the majority of the nation's nursing‘
schools were hospital-based diplome programs. Hence, it was appropriate at

that time that the majority of funds for financing nursing education be
P .
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;,Hoc;ted to programs with the largest proportion of nursing students--namely,
dip‘ém proqrms. This trend of allocating the majority of Medicare' s funds
for nursing education to diplema schaols has continued today. The Health Care
Financ ing Administration's (HOFA's) most recent statistics indicaié that for
1979, allowable nursing education costs weére approximatel 3{50 miilion for
all pruviders participating fn Medicars. Assuming an average 38% Medicare
. hospital utilization raté, Medicare's share of the cost of nursing education
was estimated at $133 million, the majority of which went to diploma programs.
However, since 1965, the facus. of nursing education has shifted fNm
hospital-based diploma programs to institutions of higher educatfon. The
nusber of diploma programs has drapped more than ;Oxa-fma.813 to 281, while
the number of nursing pmg"ams Tocated in institutions of higher education has
& fncreasecs‘fmm 36§ to 1,185 (421 baccalaureate ang 764 associate degree
programs). The shﬂft‘ {n the locus of nursing educetion programs is i
accentuated by the proliferationapf nursing programs and the more than
eQunling of the number of qraduaté; from basic nursing programs. (See
Aopgndix. ]
N The demand for college-based nursing education can also be attributed
to the growing number of diploma graduates who are return?ng to schoal for a
baccalaureate {deqree in nursing. [n addition, over the past 20 years, there
has been a Igr‘ge increase in the number of master’'s nursing programs {56 i‘n
1965 compared with 154 in 1983).
W1 th th; huge increase in the number of students in?}iﬁ\"smq pragraf

N : .
I‘h:iated in institutions of nigher education, Medicare dollars do not reflect

the developments in aursing education.
1

k]

\
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THE [MPACT OF CUTBACKS ON NURSING EDUCAT [ON ‘

tinder the prospective payment system, the pressure on hospital
budgets has gréatiy intensified. This has.coincided with, and in part has

been a result of, 3 6.3% drop in national hospital occupdncy rates and a
A

-

. decrease in the average length of stay for Medi'care hospit:! from 9.5 days to

1.5 days since October 1983. With hospitals bringing in f er patient care.

dallars, there is growing pressure _to save money and §enérate revenues in
whatever nay they can. ’

Ag s result, many of the natign's nursing programs located in .
institutions of higher educaticm are faced with the passib»‘vty of being
bilted for each nursing student that uses a haspital's clinical facilities.
Already, nursing schools in P;madelphia‘were threatened by one hospital with
a $100 char‘qeﬁer student for fall 1984. Althcmgh‘the charge has heesn
suspended'. 'H: raised many concerﬁs ithin the nursijng community. If nursing
schools are charged these fees, theistra financial burden will either force
schools to close or gé mass the costs along to the student in the form of
higher tuition or fees. Many nursing schools already operate under severe
bydget cuts and decreased federal funding. Adding this cost would not only be
a huge financial burden, but would also be 2 deterrent i.n terms of student
recruitment and enrollments. To our knowledge, there is no comparable

mdvemenk afoot to charge undergraduate medical students in order to recover

the clinical casts of medical education.

NEED FOR POL ICY CLARIFICATIQN AND ADDITIONAL DATA

Passage of the prospective payment system has raised guestions

throughout the nursing community as’ to what shoutd be recognized as allowable
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direct edg;ationa! costs for joint educatmnﬂ programs (i.e., whan & haspital
is used as a clinical site fa-r a nursing program operated fully or in al»art by
an institutien of nigher eéucatim;). However, cantroversies in this area are
not new. In the past, the Provi-der Re {mbursement Reyiew Board (PRRB} held
tRat many of the costs aséacn:cd with joint educctigna\ programs shéuld be
atN\owed because the pravider is engaging tn an educational activity tn line
with Hédicare regulations and the pmgraf\i enhance the quality of care in the
_hospital. - : i: ‘
.,
On the other hapd, the Commissioner of Sacial Security and the
Adwinistrator of HCFA have argued that these costs should not be allowed.
They stated that it was ﬁo; the legislative nor requiatory intent of ‘Medicare
£ to pay for educational programs, except when the amvid’er is th.-—'t-}e‘g'a‘l\
operater™ of the program.
In a landmark case {St.’jghn's Hickey Memorial Hospital, Inc. vé
Lalifano), the Seventh Circuft Court of Appeals sided with the PRRB and b
.sun;equenny many of the clinfcal costs which are part of joint educational
programs :%é now ngcognized by Medicare. 3
Given that these costs are allowed, there has not oeen consistency
among nurse educators, hospital administrators, and intermediaries ‘in'definié
what they should comprise. For example, one nospital that assocfated with the
- nursing programs of two educational institutiens was adble to include in
g!!awablecasts the net cost-of méintainﬂw 3 dormitory for the nursing
- students. le another case, payments by a hospital to a junior college for the
swport of & nursing education program were not aliowed, even though it was’
operated by and under the contrul of the same organization. There must be
clarificatian regarding the definition of allowable direct nursing education

casts for joint educational programs. . -

R 3¢
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The need far clarific::iun fs closely linked with & second proplem--
Tack of essential data. Estsma:es of direct nursing educational costs are
lacking for both individual hospitals and for national aggregates. For _
examplie, hospitals have not been in the practice of ftemizing the-Medicare
costs for each of #he nursing échouls that use the hospital far-clinicaf
placements. Nor do hospitals routinely estimate the perceata&& Sf the nursfng
staff's time, salaries and budgets that.are indirectly allocated tp nursing
educational costs in either working with or arranging for nursiég:f$udents.
In one hospital study, these unaccounted costs totaled over $2 mt?} on.

When f‘qgres are available (such as the estimate that fér 1979

.. Medicare spent nearly $135 miliion for nursing educatgen)? their accuracy must

he duesttnneq due to the different interpretations of cost repaéting practices
and the variations in what is ultimately defineé as allowable. This could
reqult in an underestlﬁate of thé nursing educational coéts under Medigare.

NUN is currently organizing a nationwide survey, the results of which
will help to identify more precisely t%e existing ways of recognizing and
nandling the direct nursing educational costs.” Once these initial data are

4 callected, e will be in 3 better position to understand the alliocation of

funds for nursihﬁ education, including those from Medicare. We will be
plroased to share these data with you gng your staff. )

Une final point requiring CTarifjﬁgtion is the distinctidn that must
bu made between mod’g;l and nuriﬁnﬁ educationa}*pr?qrdms insofar as Hedicaré
rewnbursement is concerned. Medic;s interns and residents are graduate

physicians, salaried by the hospital for the services they provide as part of

thesr tradning.  In contrast, nurs(::Q;tudeq;s are placed in hospitals for the

Tiniral component af their undergrad te education and their ¢linical

ERIC
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experience is geared primarily towands Jearning and not towards providing
services for the hospitals. Undergraduate medical education also _dfffers from
nursing in that for the most part, medital education programs follow one
general model and confer the same degree. In contrast, preparation for‘
aursing education can be obtained through several mut’e's'.A differing in length
and setting. s
Hence, the effect on nursing education of a direct pase-through, or

of any other finrancing mechanism, cannot be assumed to be the same as that on

medical education. Nor can the impact be assumed to be the same for each type

of nursing program decause of the wide variation in the ré?ltimsh*ps bctmn .

mursing educational institutions and the hospitals which serve as Medicare
f
providers.

HOSP [TAL-BASED NURSING PROGRAMS

; The.survival of hospital-based nursing educational programs is highly
dependentéon Medicare dallars. The fiscal restraints thc't hospitals are
exper}mcinq nas alse had an impact on these programs

Under prospect ive paywment, directors of hospital-based nursing

L i
programs are concerned that their educational costs might not be fully

recognized efther through the direct pass-through or the indirect adjustment. '
Additionany; most of the costs related to the clinifcal portion of a
hospital-dbased nur;ir{q pmq‘:;aa are-reccverved by the depértment where the
nurses received their cHnimﬁ experiences, rather than in the nursing school
cost center. Hence, the costs of these students' education are not identified

as educational costs for the nursing school, dbut as part of the haspital's

budget for each department.

ERIC . ‘
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4 For hospitals, the lnurpritltmns of the hcsbitﬂ-hased cost report
' fnstructions vary widely with respect to the allocatign of educational caosts.
As & result, providers and intenleduries view nursing educational costs in
different ways and the inconsistent treatme‘nt of the costs inqltuded in the
nursing school cost center makes ft difficult to compare data. =
.. Finally, with changing trends in nursing educstion, a number of
joséitn-based programs are contracting with institutions of higher educatiﬁn
to become single-purpose degree granting institutions that confer associate
and;or baccalaureate degrees. The rapidly fncreasmg nuaber of these pmgrams
has raised questions regarding the reimbursement of direct costs., There is
concern as to whether Medicare will reimburse hospitals for the clinical
experiences of these students. Recenﬂy.‘a nursing program under the auspices
of both a liberal arts college and & hospital arranged that the salaries for
the nursing faculty and their support staff be considered a dfrect nursing
educational cost, and thereby receive Medicare miﬂ)urse.nent on a pass-through

basis. Hunever. this case is not nacessarily typical. There are other

_ﬁarranqments where educational costs have been disallowed.

/

. Most of aursing education Fundin[ under Medi;;re {s via the direct
pass-through. Some of the otherscosts fall under the ¥ndirect adjustment,
which is a proxy for the higher costs associated with academic teaching
facilities. Jhe indirect adjustment, based on a ratio of the number of
interns and residents to hospital peds, is intended to cover the extr'l costs
of other health professions' education, such as nursing, physical theraay.
dietary and radioiogy technicians; academic teaching nospitais; and the. more

severely i1l patient mix typically found in teaching hospitals.

ERIC
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. Insvahr u.'tnc mdimct’adjusmnt is bua’d on graduate medical '
education positions, it does not take into accmmtlthe impact of aursing
education programs. There is hardly any corrﬂ;ti n betwean the number of
nursing studeats placed fn & hospital and the numbar of finterns and_fesfdents ’
in the same institution. For example, a large metropolitan hospital in New
York Ci~ty is affiliated with a medical school and has as many as 500 ﬁursiriq : .
students using its facilities. The indirect costs of this nursing program are
Covered under the indirect madical cxpenief. In contrast, many hospitals in
ong rural southwestern state offer cHni.cﬂ placements for’at least th‘me
nursing programs, as well 2% programs for other health professionals, while
e having mo formmal affilfation with the state's only medical school. These
hespitﬂs have no'way of recovering the indirect costs of thc nursing

cducttiaﬁ programs. In fact, there §s very little data uhich identify the "

indirect costs for nursng education, or for any of the othCr allied healith . - N
professionals. . . R

* . H -
SUMMAR Y . ‘

In summary, Madicare funding for nursing education does not accurately
reflect the changing trends in nursing education since the enactment of
Medicare 20 years ago. There is reed for clarification regarding the direct

pass-through far joint educational nursing programs and need for an objective
'\ .
apiroach in dealing with all types of nursing educatioml pragrams. Especially
~ *
ia light of current vost contaimment efforts under pmspectwe psmnt more

extensive data collection on behalf of both individual provwdﬁrs and ROFA will

be essential. .
"

On behalf of the NLN and the ANA, we thank the committee for allowing

us to present our views. The nursidg communfty is willing trassi;t your

committee in any way we can.

1y
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Senator DurkNsERGER. Did 1 hear you say that nursing students
are in the hospital sptting as part of their education, and don't pro-
vide services while they are there? Is that accurate?

Dr. Frrzeatrick. Partially.

Senator DURENBERGER. Tell us what they do.

Dr. Frteratrick. Nursing studénts who come from collegiate pro-
grams are placed in the hospital for clinical practica. In fact, they
are there for a short number of hours. They are using the environ-
~ ment as a setting to apply theoretical knowledge learped in the
classroom. And it is through the vehicle of patient care. Perhaps 75
percent of that practice time is through the vehigle of patient care.

Senator DURENBERGER. Seventy-five percent of it is—I'm wonder-
ing what benefit the hospital gets from the presence of these stu-
dents. ' M )

Dr. Frrzratrick. | believe, Mr. Chairman, that it does have an
impact on their staffing, although. we do not have the data to sup-

port this. It is my observation that staffing patterns do change

when students are in an institution. In fact, staff may be pulled off
units for inservice education activities. There may changes ‘in
staffing patterns on days when students are present and|caring for
patients as part of their education. - . |

Senator DURENBERGER. To carry that one step further, the indi-
rect medical education adjustment we created to deal with the
added costs that might be incurred during graduate education of
physicians wasn't created to address the extra costs of other educa-
tipn programs. But you raised a point i your testimony and that is
to. what extent the indirect costs of other educational programs are
covered in some wayt by this adjustment. Can you.give me any ex-
amples of indirect costs associated with nursing education

Dr. Frrzratrick. The one that comes to mind immediately is per-
haps the use of space for conferencing students within the hospital
facility while students are there for clinical practica. The ather one
that possibly could be considered is the time spent by hospital staff
in coordinating and assigning various schools to units within the
hospital for the purpose of student education.

However, we believe that this is offset by the contributions that |

the students and the faculty are making while they-are in the facil-
ity. And we have never attached a cost to this or a pricetag to it.
Certain kinds of consultation are being delivered free from the fac-
ulty. And as [ said, the students are paying tuition to the universi-
ties for the opportunity to study. ,

Senator DureNsercer. Dr. Cohen, let me revisit. your bottom
line for the colleges of osteopathic medicine. I heard you say that
osteopathy ‘has a very substantial contribution to make in this
countrv. That it is part of—what 1 noted here; and I don't know
whether vou actually said it but there is a shifting to primary care.
ambulatory settings, that sort of thing. And yet you said, “Don’t
touch the systern the way it is now until you have something better
to replace it with.”” And my impression of the current system is
that it is going to continue to produce what @ is producing right
now. And that the only way it's going to prBiuce more primary
care professionals and some of these other things that you may

think we need is if the public health service has specific programs

or they are pushed in some way.

N
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Why wauld vou want to maintain a reimbursement system that
continued that kind of emphasis on specialization in medicine?

Dr. Couen. Mr. Chairman, as you said, I recommended keeping
that system until the facts are in because I would be afraid to
throw the baby oGt with the bath water. I think that that system
certainly has produced for us, a quahty educatxonal system.that is.
without peer in the world.

-What- I' think is going to evolve in the last part of this decade
and perhaps in the early part of the next decade, is that competi-
tion and the competitive forces will prove part of the case that you
can practice good medicine in a setting where the. morbidity and
mortality isn't any-worse than in the traditional sBttings. I think
under such a system you are gom to find-that much health care
in America can be done in ampulatory settings.“We ‘are already
moving that way. I don't know hospital or an area that hasn’t
set up outpatient surgical care uénters and various ambulatory

| services.

Some centers admittedly are fostered by profit. On the other
hand, I think it has awakened all of us to the fact that good medi-
cine can be practiged in an area outside of the hospital. I think
that all.of medicine will look at this and eventually lean toward
greater programming outside .of the hospital. What concerns me is
that under the current reimbursement we have no real mecha-
nisms for funding medical educ_atmn under those circumstances.
And what umbly ‘suggested is that when changes are made in
the future, as I am sure that they will be, that some change should
he made in that direction. I think this cbuntry needs more primary
care pructitioners who are trained in ambulatory settings rather
than in tertiary care. All do not have to be trained in the most ex-
pensive type of medicine.

I certainly think there 4s a need to continue those tertiary cen-
ters.

Senator DURE r\m RGER. All right.

Dr. Chapman. et me ask you, especxally with your Vanderbxlt
hat on, to try to address the same kind of question that I raised,

and I raised it in a different form in the last questxona to the previ- .
n

ous panel: Aren't we educating too much perhaps? And now askmg
it in a sort of a different sense. Isn't there a different ,demand out
there?

And I don’t know where your students are going down there, but
I do know that in-that part of the country there is an awful lot of

~competition. I'm curious to know your personal views about wheth-
er or not medical education is keeping up, that is, the educational

institutions. What they are demanding of their students and what °
they are pumping into them, and the product they are turning out
at the end. Is that still reimant to'what you'see out in the practice
of medicine the way it is being practiced in your particular area?

Dr. ChapMAN. Senator, I believe, if [ might interpret your ques-
tion, it's three questtons. What are we doing to change circum-
stances in a meaningful way that's positive and that we can
manage? Second, what are we doing internal to the individual
schools that determine that we are at the leading edge of what
physicians must know? And, finally, how dre we determining that
so that we don't carry forward that which is not needed?
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Senator DURENBERGKR. Extremely well put. I hope somebody -
made notes on that. |Laughter.] _

" Dr. CuarMan. Well, that was the subject of a faculty meeting.
{Laughter.]

I may just provide you the comments of the faculty meeting. It is

a serious problem for we have § marvelous way of carrying forward
- that of the past not needed in the present. The comments earlier

that you made and that were responded to by the administrative

representatives are relevant here. '

| can tell you what we are doing: We have a regular program
that is the core program of the institution. Most but not all faculty
agree that this is what the students should carry forward with
them. We have an experimental program. An experimental pro-
gram is here today and it can be ‘gdne tomorrow if it is unsuccess-
ful in the eyes, as in bur case, of a committee of the faculty. -

We have an innovative part«to the program. And innovative part
such that the innovative program is different from the experimen-
tal. The innovative program has been through experimental and is
new. If we put something in the innovative program we have got to
find something in the regular program that can be reduced at least
somewhat. And tHat is where the cheese begins td bind. Medical
schools use money dnd time "in the curriculum as the coins of the
realm. . : ‘

When one cuts irgo the regular program, one is cutting into a set
of circumstances important to an individual faculty member.

Now expressly to rkspond to your question—are we addressing
enough' or are we addyessing it properly when some feel it's too
much. I think we are. There is more going on right now in medical
education in thesreview of curriculum and in the review of what is
necessary to be a physician today that I have ever seen in some 23
years as one form of dean or another. .

Senator DURENBERGER. Describe that, if you can, briefly for me.
And also the rolethat physicians are playing in that outside of the
medical faculties. .

Dr. CHAPMAN. As recently, I think, as last week or in the preced-
ngﬁ!ﬁ or so weeks, a study was released by the Association of Amer-
i Medical Colleges, known as GPEP [graduate and professional
education of physicians.] This was the result of a long-term. review
by medical educators and faculties as to what is the substance of

ldical education and how to go about refining that substance so
it fits better. '

Every medical school in the country will be looking at this as.it
relates to each. As soon as, [ think, Wednesday or Thursday of this
week, the southern deans are meeting in Houston to examine what
is it in that program that is relevant to us‘and what do we have
that is mot relevant to it. I think the fundamental principle that
the program of the school is the function of its faculty is valid. I
think therg is more going on right now in medical education in re-
lationship to what is appropriate, what is inappropriate, what is
too much and what is not enough that I have seen previously.

Senator DURENBERGER. Is if going on all over the country or is it
the southern deans or what is it? : f
. Dr. CuuapMaN. Well, we don’t plan to secede.
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Senator DukeNBERGER. Well, itemight be a good idea if you did.”
[Laughter.] N
You are probably going to put a log of the rest of those schools
out of business. . ) ' _ ‘
Dr. CuapmaN. This is going on all over the country. The deans
meeting of the group in the South is simply upcoming, and most

immediately adjacent to the release of the study.

This.is going on nationwide. The experiments at Harvard with
reference to the 25 students in their s.{;)eciai programs. The experi-
ence at Hopkins. Duke’s-experience. Stanford’s experience. Those

- are all programs that have the rest of us intensely interested.

There is another factor and that's the students. Students are

aying a good bit now to-go to medical school, as we have learned,
Ji,'hey are becoming rather discriminating in what they get when
they go. Back in the early part of this century when I went to med-
ical school, one was like another. But that isn't the case riow.

Senator DURENBERGER. Can you describe for me, before you

‘finish, the AMA’s role in the accreditation process for medical

schools and all that-as it relates to what you haye been testifying
to? - : . ’

. Dr. CHAPMAN. Yes. Accreditation of a medical school is a volun-
tary act on the part of the school. The school invites review. The
accreditation or the accrediting agency for undergraduate medical

- education is the LCME, [Liaison Committee on Medication Educa- -

tion.] It is liaison because it is a combined group of AAMC repre-
sentatives and AMA representatives. That group meets to reyiew

the reports of on site examination of the program, students, and
faculty of every medical school in the country on a periodic basis.

The reports of the site visitors are reviewed by the LCME. The -

' LCME takes action to provide accreditation for a particular period

of time. The maximum period is 10 years., The minimum period is a
matter of weeks or months. . '

Senator DURENBERGER. Well, we are going to have to keep
moving. 1 just want to indicate to all of you and the associations
that you represent that we need you a lot for the next hearing.
Each of you comes from a slightly different perspective here, but -
you are the consumers of th\products of these institutions that we
have been talking about, an®you are also the people that the
American people are looking to to satisfy their particular needs: So
when we get to viewing this system from the standpoint of what
the consumer needs and is getting, we are going to need to hear
from all of you again_ :

So I appreciate very much the help you trave been to us today,
and {ook forward to your testimony the mext time. . '

Thank you very much. P _ :

Senator DURENBERGER. The final panel consists of: David L. Ever-
hart, president, Northwestern Memorial Hospital, Chicago, 1L, on
behalf of the American Hospital Association; and Richard J. Minor,
president of the Grandview Hospital of Dayton, OH, on behalf of -
the American Osteopathic Hospital Association. |

(Gentlemen, [ thank you for your patience. ' :

[ now have both of your statements in hand. | have had a chance
to read Dave's, but I guess, Bob, yours got in late or something and
I didn't have a chance to read it. But both of the written state-
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., ments will be mude part of the record. You may pr@ed to summa- -

L rize them in any way, including, since you have been here for, the -

. 1ast 2 hours and 20 minutes, any specific comments you may want

. to have from your own particular'view, looking at it from the users °

of some part of this system.  You may react to-some of the questions.

that 1 have raised or some of the comments that have been made'

by some of the previous' witnessés. e o :

« And, Dave, let mg say ydur reputation has _;\ix’recedegi you for some

s reason around here. And we are looking forward to great things . A
‘from you in your 10-minute presentation.. ' Lo

STA.'I:EMENT OF DAVID L. EVERHART, PRESIDENT, N()RTHWES’\I‘; o
ERN MEMORIAL HOSPITAL, CHICAGO, IL, ON BEHALF OF THE .

noe® AMERICAN H(_IQP'ITAL ASS()CXA'I‘H)N. WASHINGTON, DC _
‘o " Mr. EVERHART. Well, thank you, Mr. Chairman. I'm Dave Ever- .
© + . hart, president of the Northwestern Memorial Hospital. It is a 950- .
-  Jbed.teaching hospital in Chicago, IL: Parenthetitally, the ‘purveyor

of . medical care services to the Chicago Cubg: I thought I would-
throw thatin. . ¥ ~ SO ,

I'm pleased to¥e here this afterncon on behalf of the American
- Hospital Association to.present its views on the financing of gradu- -
.. ate medical education. . *© 4 ‘ -

~ .~ And with your permission, I am going to shorten this‘pm‘g\enta- -
tion soméwhat in the event you might have some questions, ydu
- would like %o throw at me. - . .« ‘ .

: . Serlator DURENBERGER. You are the one that gave me the notion
here that it’s" important, to recognize that the costs of training are-
absorbedsnot by the communities in which they eventually are lo

" tated, but by communities and institutions where the” physicians = |

C train. : ) ’ ‘ oo . , :

Mr, Evernart. Right. - 5
: Senator DURENBERGER. Can you start right with that? T ,
- ) Mr. Evegrart. Why don'{ I just give you my formal presenta-
tlon? », 7 ‘ o : N
Senator. DUreNBERGER. All right. . N L, -
Mr. EVFRHART. They paid me to come from Chicago to do that. = °
. [Laughter’] .. . M
Paid my'expenses, excuse me. | Laughter.| o
Actually, they may tot do that after this performance.
. Senator DUreNBERGER. But they will get you back,in time fdy the
game tomorrow. ' : % -
Mr. EverHaRT. Right. Absolutely. . R
- In econothic terms, graduate medigal eddcation is a hospital
Shroduct, along with patient care. In practical terms, it's difficult to =
diff'(*re‘ntigiti- between those costs- associated with educafion and §
those costs associated with patien care. S ¢
: Medical education makes @ substantial contribution both te pa- ﬁ“
B tients treated in teaching hospitals aqgi,-'_obviously,‘-to society. Be- = |
, cause of their traditional educatignal mission, pteaching hospitals -
“huve-access to the niost récent medical konedge and technology,
. . ‘ < . . ’ ,
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and to« the brondest array of medical specialists. Conseque;xtly,
teaching hospitals have become institutions to which the most se-
verely ill patients and those with the most baffling conditions are
referred. :
.- Mzmyé{ the most significant advances in rhedical practice and
téchnology can be tracedyto teaching hospitals. Moreover, teaching
" institutions are the primary facilities where physicians who even-
tually practice in communities of other hospitals across the country
“receive their most intensive clinical training.
It'’s too'soon to determine if the policies adopted by Congress in
1983 will appropriately compensate for the cost of graduate medi-
cal education in the more complex and severely ill case mix’ of
tegching hospitals. Because many teaching hospitals have been op-
erating under the DRG system for less than 3 months, they have
not been able to assess the financial impact of the new system on
their institutions. . .
While -it appears that current policies are working réesonably
well at this preliminary stage, several problems have surfaced that
are outlined in our written statement. o
‘The AAHA believes Medicare payment policies for the cost of -
sraduate medical education should be guided by several basic prin-
ciples. First, Medicare, as any other payer, should pay its propor-
tionate shre of both direct and indirect cost of medical education.
* - Unless Medicare and the other payers recognize this responsibility, A
tenching hospitals will not be able to compete effectively in'an in-
creasingly competitive market. In fulfilling this responsibility, it
. must be secognized this contribution will be vital in determining
the orall- level of support for medical education in this country,
Second, Medicare policy should recognize the value of medical
- educatgm to patients, Medicare beneficiaries and the public at
large. Failure to adequately support these institutions will serious-
ly jeopardize continued progress in medical science and practice.
e  Third, Medicare policies should recognize that at least 'some of
pd the costs associated with graduate medical educatien cannot be
easily identified Every effort should be made to more adequately -
« caccount for the real differences in hospital case mix in refining the
DRG system.

And, furth, Medicare policy should not produce unfair shifts in
the 'distribution of revenues among hospitals. While some realloca-
tion may be apgropriate, it should reflect differences in efficiency
and not differentes in the types of patients treated in different hos-
: . pitals. Major reallocations are likely to be the result of imperfect
- . knowledge or datarand will be highly unstable as the quality of

data-improves. '
Me. Chairman, hospitals with-graduate medical education pro-
grams play a pivotal role 'in the training of physicians and in ex-
- “ploring the frontiers of medical research. Moreover, these institu-
tions provide highly sophisticated health care services. Providing
.~ sproper planning and financing for graduate medical education is:
“'e crucial to muaintaining the highest quality health care in this
Natiog. ‘ '
We look forward to working with you and with the subcommittee \
in developing a fair and equitable policy that addresses these

r
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'\ issues. Obviously, I would be glad to try to answer some of your
questions. ! : T '
Senator DURENBERGER. Thank you very much.
|The prepared wyitten statement of Mr. Everhart follows:]
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STATEMENT OF THE AMERICAN HOSPITAL ASSOCIAT ION
. BEFORE THE SUBCOMITTEE N HEALTH
¢ OF THE COMMITTEE ON FINANCE
. QN FINANCING MEDICAL EDUCATION

October 1, 19“

1 \ « SUMMARY )
' Though one of (the primary purposes of teaching hospitals is to train
s oo
physicians, ﬂ!e institutions also play other important roles in the health

care delivery,system, serving as referral and tertiary care centers in which
-~ the most difficult medical cases and most severely ill patiehts. are treated.
Therefors, costs in teaching hospitals are eonsistently higher than in their
non-tesching ceunterparts. Other reasons for higher costs associated with
these institutions include: the direct costs of educational programs; case-mix
differences mot reflected in diagnosis-related groups (DRGy); the effect of
aducatiogal programs on length of stay and ancillary serviCes utilization; and
the availability of highlyWpecialized services not fourxd in non-teaching
‘community hospitals, o -
A policy on Medicare psyment for graduate medical education should be based on
four principles:

e as any other payer, Medicare should coatribute its proporticnate
share of the costs of graduate medical education;

¢ Medidare should yecognize the value of graduate medical education to
Medicare patients as well as to the public at large;

e Medicare should recognize that at least some of the costs associated
with graduate-®edical education t be identified; and
¢

* Medicare payment policies that recognize costs associsted with
graduate medical education should not produce radical shifts in the

« distribution of revenues among hospitals.

.

Policies that are not consistent with these principles could lead to
potentially serious reductions in the services that are available te patients,
Medicage benefigisries, and the general public!
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INTRODUCT TON

.
e

Mr. (hairman, 1 n David Everhart, pre.ﬂde& of th.e Nerthwestern Memortal
Hospigul, a G47-bed tcad;)ing hospital in Chicag-o, Illinois, that is affiliated’
with ‘Northwstern University Medical School. I am pleased tc be here on
behalf of the American Hospital Association (AHA) to present its views on.
financing graduate medical eduéxtiog. The Association represents over 'E‘:.IOO
member ftals and health care institutions, #s well as more than 38,000
personal m rs. ‘ ‘

y
!

The committee has indicated that it would like to address three issues:
~ R
e the adequacy and appropriateness of Medicare's current payment:
. policies in regard to the recognition of graduste medical

N

education costs;

) the potential, or actual, problems with and benefits of

»
Medicare's current policies; and

b

. the objectives that should guide Medicare's policies on payment

for the costs of ﬁradux\e wedical education.

An understanding ot the nature of graduate medical education costs is
esseiitial 1t we afe to properly address these issues. In economic terms,
graduate medical education is a hospital product, along with patient care. In

: , . - _ ~
practical tems, 1t 1s difticult to differentiate bétween those costs
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usouatcd with sducation and costs usocu:ed uxth patient care. Because
patient care and educational costs are mseparzble Medicare traditiogally has
rei-burs«d for costs associated with graduiate medical educatxon as well as for
patient care costs. This pelicy is both-a prac:ic&l necessity and, more
important, &ppmpfia:e from the perspective of the publric interest. As we
Twove towand a fully implemented prospective pricing system, it will be .
important that we not interrupt funding for educational Bctivities, and
recognize that r_h:}iedicare payment syst'e- influences the detersination of- i

appropriate levels of medical training.

1

[ \
. . CONTRIBUTION OF- MEDICAL - EDUCATION ‘ \ :
Medical education makes & substantial contnbu:mn both te pa:ients treated in
, teaching hospiuls and to society. Because of t.he).r cducatxoml mission,
teaching hospitals have actess to the most recent medical kmuledge and
tedxmxogy and the brosdest array of wadical’ spoct.ﬂists. Cmscqmntly,
teaching hospitals have ‘becmygn;titutims ‘in which the most severely ill
patients,A and te which the patients with the sost baffling conditions are
referred. Many of the most significant advances {n lcdicil\practxce and
techmlogy can be traced to teaching hospitals. Horeuvmr' teachmg
institutions ard the primary t;cxf‘xtxes where physiciansywho ev:ntmlly
practice in co-u.mtxcs and other hospitals across the cc;untry receive their
®os{ intensive clinical trgtning. It is importapt to recoxnize that the costs -
“at this trumr\g are absorbed not by the commmities in which physicigns 5)
*:vcrx:uilly locate, but by the ce-mitie.s and the i)}stitutims‘ in which the(
N * .
physician trains. ‘ .

.
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QUSTS OF MEDICAL EDUCAT ION
For many years, researchers, hospital administrators, and those inwé]:yed in,
the development of health policy have attespted to identify and isolate the

“costs” of graduate medical education, Clearly, costs in teaching hospitals

‘afe consistently higher tham in non-teaching hospitals. Part of that

difference can b‘e rexiily {deatified as ;tipends for interns and residents,
and wages and salaries for faculty. &Jt‘, after accounting for these costs, ’
substantial differences resain. The factors that contribute to thx£
discrepancy include: \ ,
N 2 '
& + longer lengths of stay, more intensive us)e of ancillary services, and
higher staffing \gvels resulting from the.training of interns and

. "
residents; ‘o )

] langer lengths of stay, more Intenshre use af ancillary servicen, and
‘ mgher staffmg levels resultifg from diEfercnces in the smix of
patients treated in teacfiing versus non-te:chmg hospitals; '
*
. differences in the apparent "efficiency” with which special unit and
regmr\'xalx:ed Tesources are used--for example, "ifﬁlé" tipe of
."stundby” capacity for particular technologies; and .
. ditferences in_Wages ‘and prices paid for u_thervr_esjourtes stemming”

trom greater skill levels or location,
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Most of these factors are related to éﬁferemes between the case mixes of
teaching hespitals and no-tegching community hoSpitals. Though the DRG
systes currently used by the Medichje program is intended to measure
differences in case-wmix, subs.t.anﬁﬂ evidence is accumulating that many
case~mix differences are not Jeflected inm DRGs. Until these variatons can be |
measured, it will be difficult, if not virtuﬂly impossible, to accurately

pinpoint the costs of graduate medical educatfon.

{he costs ot graduate medical education are treated in two separate components
under current Medicare policy: direct costs and indireg.ﬂ costs. pirect costs

include the salaries and stipends of tjzcu@ty and house sra§f enrolled in
’ }
Tesidency training programs, &s well as the overhead costs associated uw

o~

these pmgrans. Indirect costs include the higher patient care costs that

 result EW residency training, §uch as longer hospital stays, more intensive
. ' .
use of .méliaw servxces and higher staffing levels. The ad}ustnent for

©indirect medical education costs is designed to cover these costs as well as

ather costs that are not fully compensated by the DRG system.

khen Longress designed the prospective pricifg system, both the direct and the

indivect costs of medical educatiog were recognized. Medicare's share of the
) ’ .‘ -
direct cost$ 1s reimbugsed to he hospital, and a spgcial allowance based on

< 3 » -

- . -
&) - ’
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the relative size of the hospital's teaching program provides reimbursement
for the indirect costs. The direct education cost pass-through is relatively
well established and appears to adequately recognize the direct costs of .

graduate medical educa:icn. &s it has for the past 10 years. The indirect

ed.uutmn nnmncc 15 more troublesome.

in implomenting the systom of cost-per-case limits created by the Tax Equity
and Fiscal Responsibility Act of 1982, P.L.98-248, the Health Care Finanging
Administration (HCFA) estimated that costs increased by 6.06 pen;ent ‘for each
incre-e.nf of 0.1 in the ratio of interns and residents to beds. In other
words, HCFA estimated tht costs in & 500-bed hospitsl that had 50 interns and
residents would be 6,06 percent higher than in a nom-teachjng hospital. This

adjustment was part of Adninistr}”tion's original proposal f:dr a Medicare

ptdspective pricing systewm: the DRG prices paid to a teaching hospital would

have been raised

Y

inteins and residegits te beds.

5.8 percent for each increment of 0.1 in the ratio of

. -

A Ccmgrcﬁimal Budget Office (CBO) analysis of this proposal, however,
»ﬁrxirc:ted that such an adjustment would be 1mdequate and that most te:durg
hospxuls would have operated at a loss under this system unless substantial

¢

.reductxms in costs were achieved. Two key points were rlisei b; 's

anadysTs: K

[ the higher costs of teaching hospitals were the result of a ‘h;gher
level of sgverity of illness among the patients trgmf®d in those’
institutions--differences that the DRG system did not adequately

retlect; and
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¢ the reduction in costs’ thtt-uo&ld be required to operate under -the
. Administration'y pféposax would result in the elimination of imy
needed specialty services. ¢

*

[ X

The solutioa ilsiOPted b)r Congress to address this probles was to double the
indirect education factm- proposed by the Adeinistration and to establish
Separate price sdiedules for urb;n and rural hospxtals. The doubling of the
indirect education fnctor substantmly mduced the penalty that teachmg ,

hospnals would hsve sutfered ukim the adoptinn of uniform national pricing
ippear more feasible, |, . ’

'ASSESSMENT OF CURRENT 'POLICIES =

.
i

1t is too scon to determiné if t.he policms adopted by Congres's in 1983 will
npprupriateiy compensate for “the costs of both grldms(i:hﬂ edutation and
the more ﬁ.mpl)ex and severely 111 case-wix of teaching hospxtals. Because
many teaching .haspitzls have been operating under t_heIDRG system for less 'than
three months, they have not yeé been able to assess the fin;mial impact of

O ' .
the new system on their institutions,

-
#

While it appears that current policies are working reasonsbly well at this

preliminary stage, several probiens have surfaced.



~
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~- @  Although relatively few teaching hospitals are located im rural
’ n;eas, those few are heavily penalized by Medicare's urban/rural
pr"xce differences despite the indirect (edxut,_igxn factor. This
arbitrary penalty ;tcls from the typical rural hospital's operating
50 ;)t t‘eu.cr beds and not offering the c:?nprdmiwe scope of services
found in & teaching 'E:cnity.. In fact, many small, rural hospitals
depend on n;:al teaching hospitals as & sumice of care for patients
. . who require x{‘efgi’nl for specialized services. Provisions of the

‘recently enacted Deficit Reduction Act of 1984, P.L.98-369, attompt
to’address‘ this issue and should solve many of thege problems.

! € ' Because & subs':'antinl part of the tekching adjustment stems from
case-mix differences not reflected by DRGs, teaching hospitals with
. v J
high severity levels, but relatively small teaching programs, are not

adequately c@emat& b? the current policy. Moreover, non-teaching

ne,

institutions that serve as refsrral hospitals and treat severely ill
patients, and have case mixes comparable tc those of their teaching
-Counterparts, do not benefit from the education ad justment.

Therefore, these hospitals receive unfairly low payments for not

-y

having educational programs. .
4 - : ' *
g : ) |
- ] The teaching factor is based on t‘he costs-of an "average' teaching |
hospital. Those hospitals with education programs or hospital case »
' . /
mixes that diffef substantially from the "average'™ teaching
hoépit;xi'% will receive an adjustment that does not necessarily
.reflect their legitimate costs.
&
b4
A
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ORJECTIVES FOR EDUCATION POLICLES N
N . | o
* The AHA believes Medicare payment policies for the cost of gradiate medical
education programs should be guided by several principles: ) '
fa . 1y
1\ . - ¢ h 4

¢ .

® - First, Medicare, as any cther payer, should pay '1ts proportionate .
share of both dxrect and mdm:ct medical educuim costs. l.hless
Moedicare and acher payers’ recagnize this respansmility, ml:hing

: hospx tals wxll not be able to compete cffecti\mly m an. incrusmgly
cmtxtive market. In fulfilling this respauibxnty. it st be
recagm:ed tﬁnt this cantribution will be vital in detemning the

| overall level of npport for graduate modical edncntmn }n ths
country. .

@  Secorxi, Medicare policies should recognize the value bf graduate

medical education to patients, Medicare beneficiaries, and the public

a:t large, M;&icnic uedicgl centers are the i@titutims where new

technology is developed and often serve to diffuse new medical

knowledge throughout the country. Fai}urc;té ad’ec“;‘u;tély';i.vpcrt, *

these institptions will seriously -jeopuﬁizﬂé,c&x.ﬁimzed pfc\:grés's in

'V N sedicatsciends and ‘prac‘,tic'e.“‘\

. 4 ) o . :
1l . . - '

——
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L Third, Medicare policies should recognize that at ‘léast some of the

‘costs associated with graduate sedical education cannot be sasily

identified. .'Evezyvgffort should be made to more.adequately account &
.+ for real differences in hospital case-mix in refining:the DRG system., i

v
. . N
[ Y 5 Yoo B N

N Fwi'.th, !\bdlc# pqlicics should nékﬁ‘pr

Ve

e wifair shifts in the

distribution of revenues among bospitals. While some reallocation

may De appropriaté--it shg:ld reflect differences in-e_fficiency angd ‘
not Jifferences in the '_s of paticnts treated in different
hospitals. Major @ﬁi?m, however, are likely to be .the _xf'esul:
e_f‘ imperfect knowledge or data, and will be higm;yf~ \;:\stable as the

. L

i . quality of data improves. / ‘ .

7 A Je - : : a

If these principles ams not kept in mind as the effects of current poticies "

* ) L . N . A Vi .
~.ire evaluated, the consequence may tqll be the denial of certain costly, but .
A . ¢ : “ . .

O

-

valuible, setvices to many commmities. _ : -

CONCLUSTON ;

.
3 . .
. - pl
« h J}

Hospitals with graduate medical education program®s play a pivotal role in the

trammif of physicians and in exploring the frontiers of medical research.
. . P 7
Mofoever, these .institutions provide highly sophisticated health care services

b

to patients, Medicare bex:\efi;aries. ard the general public. Provitling proper b
fingncing for graduate medical education {s crucial to maintaining the highest

quality health gare in this nation. The Association looks 'EUNSI‘d to working -’
with this subcc.mit:*ce in dcvelgping a fair and eqiitable policy that

addresses the issues we have outlined. | A

-
4
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STATEMENT OF RICHARD J. MINOR, PRE%LI)LNT OF THE GRAND. -
VIEW HOSPITAL, DAYTON, OH, UN BEHALF OF THE AMERICAN .
OSTEOPATHIC HOSPITAL ASSOCIATION, \\;Awm(,m\ m W

o
N

© Senator Dumxsagum MF. Minor, welccime
'Mr. Minow. Thank you, Mr.«Chairman. - .
" TI'm Rxchard Joséph Minor, president and chxef executwe officer

¥ of Grandview Hospital, a 452:bed osteopéthic teaching-hospitat Jn

Dayton, OH, not too far from Chicagq. I'm also president and chief
executive officer of GrandCor, our parept holding company.

L‘urrentlv. I'm -chairman of the American Osteopathic Hospltal

Association's Commiftee on Hospxtalb with Teaching Programs. Ac-

. companying me in the audience is Mr. Martin A. Wall; vice presi- , -
dent of government affairs for the Amenc.an Osteupat;hlc Hospital .~

- Agsociation. .
* In {hat capdcity, T am here bpeakmg for the Amencan Osteo-
pathic- Hospital Association today. I would like to thank you, Mr.

~

_ my remarks short.

I'm going to try.to :ummarue some of the xmportant pomts that .
~  gare contained in our testimony. . .

Chagirman, for: mxng us that apportumty, ‘and I .promise to keep

The . "American Osteopithic Haspxtal Association consxders the |,

treatment of- medmal educatmn uhder Medicare as top public policy

pnont;j

t,

mteopathxc profession. And we consider the osteopathlc ptofesszon

the only comprehensjve altematx’ve,medxca} system a\rmlable to the

American consiimer today.

You have heard Dr. Oohen talk about ‘the os&eopathzc medical

education model earlier so k won't repeat that. However, we feel its
distinction in several ways. The mass majority of our teachm hos-

pitals are relatively small community institufions. Only: -4 of the 15

medical colleges. offer” operating hosp;tals All osteopathxc, hospitals
of more than 200 beds are-teaching institutions. And 70 percent of
. those between 100 and 199 beds have teaching programs of our
300 hospitals, 111 are teaching huspxtafs :

These comniunity programs are producmg mostly pnmary care

physicians. You have prohably in previous hearings heard how

many family practitioners or. ganeral practitioners the -osteopathic

profegn has generated over the years They dxd it- before the

word wuds populary

As was observed earlier today, these physzcxans are going t¢ be
the first s§pp for the care of an aging population which is expected
to expand nsxde;&b y in the years to come.

Our Mhysicians are practicing hands-on or whoh:mc care, Now

nearly half of our physicians are in communities of less than 50,000
population. Thus, osteopathic medical education is pro&mng physi-

cians that iderai policy advocates.:
The hand®on aspect of the education extends down to the clini-

- cal clerk level also. Although as you heard earliér today in testimo-
ny, that has not been included in the current method of rexmpuxg,e- \

ment,

If major changes were to be.made in that we feel that it might.
have an adverse effect on the teaching programs ket aside for the, -

. G
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While it's too early to judge finally the Medicare -prospéctive pdy- .
$hent system overall, we are facing some. very realistié probleis
' -that are associated with that. We have all experienced drops in -
census, reduced lengths of stay, intreasing outpatient activities. It's
. affecting our hospital’s ability to meet increasing demands for med-
icak education needs.. ‘ - .
- ‘We have all heard about the intern crunch which is supposedly
upon us. We have been approached by the various schools to, in
effect, accept ‘more interns. As ong of the panelists observed today,
ere is a negotiation and an act of negotiation going on between
e management of the institution and the dirqeters of medical
ucation or the deans of the various departments. There is not a-
willy-nilly movement to increase those’programs without consider-
abje thought and foresight. . - —~ o
. e AOHA supports the current payment mechanism for gradu-
ate medical education and urges that any changes await- studies -
which are already underway. Under any policyachanges, such as a
werant mechanism: we would urge that the principlé of separate but.
vequal for the osteopathic profession be preserved as it is in the
present certificate of need legislation. .
We also urge that the type of physician that we are training, the
general practitiongr and primary care physicians, be Gonsideréd in -
. any.palicy scena%. And we are really confident {that that will be -
done. : e )
We pledge our data and assistance in participation with this
committee in its endeavors. ' r : : )

< Thank you for the Bpbontunity to present our views. ‘
* Senator DureNBERGER. Thank you very thuch. ] -
[The prepared written staternent of Mr. Minor follows:]* ye
Ly
. ]
\ «-
~ a
'y . - -
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Introduction / ] v
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Nr. Chairman, I am Richard d’. Minor, p:m'.n{:‘ c:&névinu
Hospital, Dayton, Ohie, a 052 bed mt.opatm\c tuchinq ho-pital.‘
I am also Chief lxtcutdvc Ofiiec: qt GxnndCo: (Gtmdvicw -

Bo:pi:al'- parent orqani:ltimﬂ, s wcn &5 the cuxnnt Chairman

of the Amarican Osteopathid ‘Bospital Rssociatiog's CW s) '

-Committea on. Hospitals with Tnchinq Prograss. Todny 2 am

speaking on behalf of the AOEA, the nstimul argnnintion
rnprcnntinq the more than 60 ostnapat.hic hospitalu in t&m United

States. Accospanying m is Martin A. Wall, AQHA's Vic- P:e-idont
¢

for Government Affairs. ’ '
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It is my pleasure to be with you today to prclcnt‘thc osteopathic
hospital perspective on issucn pcrtaininq to nodical education -

the most critical policy area facing our profession. - ‘ . .
- . . - Tt

.
-

Osteopathic Hospital Profile . ' . ‘f .

. . ) ~ N . i %
[ .

Oi:eoﬁafhiclhdlpitll; sexve as the primary inlti;uéional.caiﬁfr - -
P

' f;cxlit;cs for those individual consumers who chocse to reciive

LY

H .
their care fran the 21,600 gracticinq ostecpathic physicians 1n .

.

the ?nited States. - Ostecpathic hc:pital; have noarly 25,000 bcdnl‘
available and in 1983, treated about 845,000 inpatients and n-.:;y' -
4 millian outpatients. %n;fhis era of competition, osteopathic ° .
n;diiinc répfa:cﬂtl thc‘oily ;ecggniznd conﬁ:eg:nsivc alternative

to traditional medical care. - : .' - "(“

- [
L )
. L . . . e 3

Qur inntxtutxann lnd medical profl:lion caShani:e vellness ang

K [

p:eventivc care resulting in a patzcnt cricnt-d’approach' to

.

modzcal‘trcat:ent. Osteq.gthic honpitqls prcvidc a health care

choice te the American people ba:@d on a distinctive medical

-~

philc:oph§ offering patients a persohalizsd, wholistic, *hands on®

. .
approach. With many of our hospitals located in rurald and . at

. semi-rural areas, and with nearly half of our institutions having -

O

ERIC

Aruitoxt provided by Eic:

, [y
o

less than 100 beds-and 80% having laess than 200 -beds, the A

osteopathic ho:pigil profile reflects a very special community

.
. Sy

LY ]
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orisntation. The ‘fact that nearly 90% of practicing cstenpgthfa *
phygicians deliver prila%y care with half practicing in
communities of less than 50,000 perscns, is furthcr’evidnnc; that
aur.profcsliun is on the cutting edge df community \ealth care '
needs. With thiw backdrop, it is our plnasur’ to cdnvey to the
Subcommittee thcftr-qén we see developing in osteopathic teaching’
hospitale; a do:crip;ion of the osteopathic -od.l; an -xpl;nation
of the vital role -cdxcll education play: in our ha-pitnllr nnd,
the sffects of curru?t Madicare pciicy on-the osteopathic teaching
institution., We will alsc present our svolving thoﬁqht: on

options under Eonsideration in the federal policy arena.

4

The Ostecpathic Teaching Hospital,

.

Phe training of tomorrow's gensral ﬁrictifionorl and family

phylicinns is a top priority for osteopathic hospitals. Pedcral

"policy regarding the treatment of madical education costs was th-

O

ERIC

Aruntoxt provided by Eric

Asxacxatian'; najar policy concorn during the deliberations on

Msdicare prospective p:}n&nt and continues to be today. The
1

reason for this is evident when oia-ining the rele'Olteepathic
hospitals play in training cstucpathié physicians. Of the 200
osteopathic heospitals in the United States, 111 are ostecpathic

iRy - +
teaching institutions. The overwhalming majority.of our teaching
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ho:pital: are cosmunity £aciliti¢l and not academic hoalth } ?
ccnt.r:._}ln fact, all ‘of our cal-unity hospitals with 200 - 299"

beds are teaching institutions, while 70% with 100 - 199 beds Lave
teaching programs. Only four of the fiftlen astcopathic medical

collcgcs currently opc:atc tcaching hﬂlpit&ll‘

when considering policy regarding the financing of madical

o
nducatian.undcr Madicare, AOHA believes that the needs of the
smaller ca-unitg hospital with a teaching emphasis should be

. -

reflected.

The. Osteopathic Teaching Model : - 
.

s ' R
TQ? osteopathic tesaching halpitaflrolg in training general
practitioners and spocia}iltlfbcqins during the clttopathic
medical stwient's und?rgradunto.traininq. Our educational model
"stresses clinical exposure thr&uqh externships and clinical
.ulerklhipsf This type of hands on ci&iical aducation is an
essential ingredient to train the o:teep&thi; physician. As
recent news "reports have indicated, traditional medical educatfion?®
is being criticized for not-cnphasizing *hands on" exposurse.
Unfortunately, current federal policy is,alre;dy having a negative
impact on the further devalopment of these neaded clinical

experiences. The Health Care Financing Administration has defined

' . {
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suoh clinical training of students Qn:oi}cd in -cdicnl’:ducation
Programs as & normal operating expenditure of haspitll;. Thus,
the funding of such undergraduate clinical clerkships must be
support-d directly from the protp-ctiv- paymcnt rates., With the
ccnsul dropping in osteopathic hospitals nationwide, and pressures
to curtail certain services growing, our institutions are finding
it increasingly difficu;t_te support these essential undgrqraqyat-

madical programs.

]

The osteopathic hospital has tYaditionally had primary responsi-
bility f&r conduct of internships and residencies. Under the
osteopathic graduate medical education model, all osteopathic

physicians must engage in a one-year rotating intcrnihip during

which they receive clinical exposure in a multitude of medical

‘areas. This builds the foundation for the general- practitionsr -

the backbore of the osteopathic profession. Co-plctién of the

rotating internship allows an osteopathic physician, to practice

.general madicine under all fedaral statutes and all state statutes

“wish the sxception of New Hampshire, whgrc two years of

post-graduate training is required for all physicians.

. -

A
»

Residency training, elpeciallf in the primary care specialties, is
playing an increas;ngly important role in our teaching hospitals.

while our genernl practice model consists of a one-year rotating

RIC

Aruitoxt provided by Eic:
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internship followed by a one-year residency, other specialties

. require from twofto six years additicnal traininé. The average

length of ostecpathic residency programs is i.s_ycarx}'
Ther. are currently 1,408 lpp:ovcd o-tqcpathxc iptern pqsxtiaax
and 1,688 nppravcd residency trnining positions. These politiﬁh:

are lpproved by the Bur-au of Professional Educttion of the

L

A-ericaneOstoopathxc A;nocigtiun (LQAP":hs accrtditing arm of our
profession. !
. -

The ‘Intern "Crunch” ' . o “‘ !

e -
.

.

» ‘ ” .. ‘. - &

The ostacputhic profession is now fncing a crisis rnqardinq the
long term ability of our a;t-opathic tcauhing hplpitll- tc provxde

the necclsary intern and ralxdency programs nccdcd fbr our naw

i

- physicians.*® Qur haspitnl systan is not qrowing and, in fact, will

————

O
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lixely be reconfigured as the prqslu§e| of Madicare and other

f;nancing'programs take further hold. Olteop;thic ho:pital:_arc
f;ced with the dilemna.of reacting quickly to external dcﬁands to
censtrgin programs while meeting an in?reasing damand to train !

needed osteopathic physicians. This has resul;ed in an intern

*crunch" in our hospitals.

-
+

v
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Historically, .bout 6=78% of AQA apprav.d intern positioans
nationally remain unfundcd in Qut hospitals. In 15984, that figqure
has rclchad 13s due to dcclininq census, -horter lcngthl‘a; stay,
& shift toward anbulatary services and concnrns about future
funddng. Our profclslon is attempting a nQrk out these prohlc-x
withxn the élt.epﬂthic family, but the ‘options are limited,
obv}oully, any fcdcrll or state policy initia‘ivas that linié

[
payment for teaching purpelns will further cxactrbat. our

| prc#lcn: ° ’
u f : v : N .
Current Federal Policy 3 .

\ ‘ .
Uﬁg}r the present Medicare prospective payucnt_iaﬁ,égsteopathic
teaching hospitals are trested no differently than other teaching
hospitals. It is :call} too eardy to fgliy cvn;uati how the
current payment system ig véfking in our ho:pit&ln, however, the.
effect eon gradua;e medical educaticn is being felt. In orhcr to}
rog}n competitive, it is becoming xncroasinqu difficult to L
‘provide qualxty xnternship proggams with a signifxcantly raduaed

gensus and an inadequate case ioad“?ar teaching burpolel.

\
/ 5 .
L] L

-

The Association continues to support the exclusion of direct

.‘medical education expenses from the progpective payment systen'ind

RIC »~ ~ N

s , : )

- the additional payment for indirect educatiom expenses. We

-
-

-
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. ° .believe that this adjustment is still needed for the same reasons
that the Ccnéress :AQ fit to include it when enacting the Q

S préspcdtiv& payment system. -“Tests and brogedurg; ordered by C.
interns nnd‘yelidentl; the demands placed on other staff as they
_participate in the educat{® process, and thdk :.1.&#3 expenses
continue to g. legitimate costs?

i
.

’

ACHA believes that any change in federal policy should xvgit.

further study. Hopefully, thc fzvc—y-nr federally funded study ef

" the cost of graduate medical sducation currently undcrway will be

P
-~ i
helpful in evaluating these islue;. _Ons queltien the study way . ~j§

¢ J
. answer- is how cll cu::cnt case n;x indexes meagure the severity

or, intensity of cases treated in teaching hospzthil.‘ While
levcrxty of cases should be a fnctor in determining whether
teachxng hospztals should be treatad differeantly under any payment
~ system, we do not believe it should be the only criterion. Our
{ héspigali are community institutions, and ninnt; percent -of our
phyniéians are being téaiq;d in p}in&ry care. %cderal policy
- cmpnasi%ek the need for primary care physicians, We feel the

training we are providingf};_censiltent with that aim and should

. ‘be reflected in any formula for payment to teaching hospitals. |

,Jk ¢

'
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" Perspectives on Potential Policy Optiédns
L) . f

-the fact thidt our hcspztal: hgvc a rnla;ivcly slali nu’bcr of

. . . [

. - . . 1
. Y
. .

Mr. Chairman, du:xng thxs early’ excmznation of po:;;ble

-

t

.altctnatxvqs to tho current rcx-bur;:nent £o:nula fox graduate

-

medical cducatxcn. AOHA uould like to otfc: our prclininary -

:lpectzves ‘on several general policy thrusts that havc been

disgussed and dehated infcrtally. We realize thnt na‘fornal

. proposals have baen ;ntroduced ox revicvcd by the Suhca-nittcg.

LY
P~

* -
. - ¢ . .

One alternative to the currcnt pqynant systen is the: eltabli:hlcnt
?f a }mdicul education grant p:cqrnl, pcl:iblr in tﬁc form cf &
block grant to states. Under this cenq-pt, ;tnte: uculd receiwve
an.sllocation of monsy bas-d on thu number ‘of fillod'mntcrn :nd—
residency éciiticn: at hogpizfls* ;tftcs'would disseminate the

bulk of funding directly to hoipiéall baséd on the number of
LI * e

"tridining positions available. From ‘the glecopathic helpztal

teaching perspective, th. Great di:advapt;gc to this appraach ‘b
training slots. This could present a ‘serious problam to such
hospitals if the size of a ﬁc;pitil Program was. the basic faeton
considered in detlrmining payment, -wt .rc :l;a'gcnccrn-d that

politics could play & large part at the state level in'dntsrmining

which t@sching hospitals would get granct We would urgc that the

established federal prlnciple recoqnizing that thc needs’ cf

-
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?&Dlttss;thic hospitals be considered on a sepirate but equal Sa-i:
be a fundamental aspect of lny'nu;h progras. Thi's principie is a
component of the certificate-qgf-need progfam Snd reguires. '
proposals of entcopaﬁhic hospitals to he judged solely on the need

. for ostecpathic services and facilities in a given conaunity:

—

.

Another scenaric would be to zund,-edical ‘education programs

) : )
through tax revenues. - It could be argued that this is a fair

“

approach since all tax payers would be lﬁhsidi:inq medical

cducatipn.~sowevci, this would necessitate the acceptance of the

principic that the country asx & whole would be willing to accept ,
the training of physicisns as a national need. Aghin, politics

could play a part in such an approach especially in-light of
. - \ . a . - [

-

,shifting moods regarding tax éclicy._
. ot 5’

Fy
Another proposal would utilize a professional peer review process

to award £nd§ra1‘funds for mgdical;nducntiog activities. The key
for ost'eopathic teaching hospitals under this notion would be the
identified criteria utilized in deciding which Hospitals receive
faderal funding. Again, we feel there might be a built-in bias
agaipst the osteopathic téaching hospi€51 in favor eof the'larger, )
academic inltétution. Our hospitals wcula need to be assured fhat
our ‘applications would be treated in a di:tincf fashion'ané in

terms of the need for ostecpathic services.

Q .

. ERIC o : -
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Mr. Chairman, the American Osteopathic Hospital Association

~understands that this hearing is a preliminary view of the overall

issues facing medical educatien under Medicare. We urg; that the
o;tcopathic training model be considered in any futurc
deliberations on téiZe critical issues. We |trongly feel that our
teaching programs ars producing the types of'physicinns that thii
country needs. The exphasis on.p:imary care ad providing service.

in medically “ndcrsarvcd areas is a historical rele of the

ostecpathic teaching hospital. We hope the Subcommittee will

. -
continue to consider how our alternative melical system is

ﬁrcvidinq a real health care choicsgfor the American people.

- .

We thank you again vnry'ayeh for the opportunity to present our
h . Y

perspectives on this Witical issue. ' .3

. .
' . ‘ ' ~
! L]
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<=7 “Senator DurReNHERGER. On page 7 of your testimony, Mr. Minor,
I noted that 13 percent of your gpproved Infern positions are sns

‘funded» I wondet if you eou df‘ex?lam that a-little further. Do your
institutions’ not receive payment for stipends and salaries and so
forth that result from internship? -, .

- © Mr. Minor. No, we dp. It's the question of the intern crunch and-
o an increasing.demand for positions. And there have been several
Ll {astitutions in the profession—I probably shouldn’t say several. It
would be more accurate if I should say a couple—which have made
- the decision to discontinue their ‘medical education programs s
*" cause of the economic environmerttthat tﬁ - feel they faca. And as
 a.result of that, with the increasing nu gerb of interns coming.
onto the marketplace, and with a couple of institutions.ceasing to
participate, institutions such as ours arexgsked to expand thejyr prg-
grams. And some ‘are declining to do so for a variety of reasons.
\ - Andthat'leaves unfunded positions. | . o

- Senator DURENBERGER. You don't, I take it, then have the game
sort of claim to high intensity in the patient care requirementit
your teaching institutioris that we would hear from Mr. EVe;ﬁrt
and some of the other hospitals. o 3

Mr. Minor. Well, there might be two observations oh that, Mr.

- Chairman. One is that in the smaMr hospitals, you will probably
see a trend to keeping patients longer that normdty uSed to be
sent’ to the larger teaching institutions, for obvious regsons. In ad-
dition to that, in institutions such as the one that I manage, I-
think we have e®actly the same probléms, although we don’t have
the same number of very large institutions. -

Senator DURENBERGER. Mr. Everhart, I take it the American
Hospital Association position right now is sort of a no position. It is

. sort of too early to say that there'is anything wrqng with the cur-

‘ rent system, and also too early to say that there ought’ to be some

_¢hanges and specifically what those changes might be. Is that cor-
ract? - o N

© Mr. Everaarr. | think that's quite accurate, Mr. Chairman. The

fact is that a lot of hospitals in the country have just gone on the
DRG prospective rating system the last 3 months. I think that is
inadequate to really judge what impact that is going to have on a
lot of hospitals. I, for example, just went on DRG’s at the first of
September. We were fortunate to have a fiscal year that begins en
September 1, so we have a bit of a grace period. ' .
But I think the other point that I would make is that we as an
association are very much a part®f and concerned with the study
> that the AAMA and COT‘arddoing and.thé newly created com-
mittee. there isgpe which is supported totally by the AAHA. And |
think w; are wafting what comes out of the deliberations of that
group as' well as what finally comes out of the Arthur Young study.
We are very interested in that study, and we have seen prelimi-
ary results which certainly are not extensive engugh to reach any
conclusions from them. ‘ e
Senator DURENBERGER. Buf your association represents users as
well as providers. And is there something going on within  the
American Hospital Association to address what could at some point
be a potential for cenflict between the institutions that are educa-e -
tq}é:;s and the institutions that are users of services? Or is it just—e
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I'm trying to |ead up to asking you to respond to some of the ques-
Jtions that were proposed earlier to some of-the people’about what's
the marketplace out there for residents and interns, and who is in
dontrol of the marketplace right now, and what-is this negotiating
process that I have heard about. And in whose favor does it work.
And my problelh is that I sjt here believing that I-have been
pretty generous with medical education. Although'it’s only 25 per-

®  cent this year, you cant feel the generosity yet, but -by next year .

. and the ‘vear after you ce¥tainly will. [Laughter.] o
Senator DURENBERGER. And I wouldn’t want you to get the °

notion that it is going to get more generous or for the association

g to get the notian that it might get more generous beyond that

. period of time. ' ‘
Is.there not some potential for differencé within the hospital as-

. * sociation 3s between the providers? . )

-+ . Mr. Everaarrt. Oh, absqlutely. The American Hospital Associa- L
. tion represents over 6,000 instit&tions in this country, only 400 or g
. so of which are the biggies in terms of the teaching hospitals, ‘%s o

.being defined by the numbers of house officers and so on. So there
is a real potential within the AHA for all kinds of conflict. But

. then there always has been because it has represeénted the inter-

. city; it hds represented rural institutions; it has represented
chains; it has represented the for profits. It is all things-for all -
people. And I think they do an amazingly godd job of synthesizing
the heeds of those various institutigns and assisting Congress an

otﬁx'er public agencies in the country to arrive at some reasonable

+ poucy. ‘ .

: . But within the AHA there are all kinds of factions, each one of
‘lhich is concerned about its future, and each one of which is

pending a lot of time deliberating on—=x : " Lo
Senator DURENBERGER. I didn’t want to take in factional politics

. because I assume that exists and that all the folks that we see do

S an excellent -job of communicating without letting us know there
are those factions. [Laughter.]

. Senator DURENBERGER. But I would like for you to describe for
-us, without describing the factional politics, in an economic sense
* the need that the 6,100 have or the 5,700 have for the 400. And just o
how that interrelationship is working today. : - ‘ .
Mr. EverHART. OK. | think that interrelationship is a traditional
one, and I believe it is one that is generally-accepted. The fact is
that the teaching hospitals are the institutions which do, in fact,
- educate and train the physicians which staff .and populate the bal-

", ance of those institutions around the countvy. And that’s part of
our mission. It's part of our goal. It’s part of the purpose that
teaching hospitals have. _ .

Sure, we transport our product. There are seven medical schools
through the city of Chicago. There is no way that the graduates of .
_ those schools and the graduates of the teaching hospitals associated
«with those schools are going to stay in Chicago or Illinois te~prac-
tice medicine. THey are, in fact, exported to the rest of the country,
and that’s part of our function.
On the other hand, I,think hospitals around the country do, in
fact, accept and recognize that teaching institutions, such as those
that are represented by COGA or such as those which are repge-
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sented by me, have a function of education of physicians upon
which they are quite dependent. And that's recognized within AHA
and it's recognizéd within, I-thi.qk. ‘the. family of institutions that
are our hospitals in this country. . :

SenatorsADURENBERGER. Two things are happening, of course. .D.ne‘

is we are changing the prospective payment system and we are hit-
ting harder at the'5,700 thef we are hitting at the 400. And, also,
these is this element of choice of health plans out there. And the
increase in preferred provider organizations and so forth.

At spme point, it seems to me,. gven in Chicago thag pight have
an impact on the way Blue Cross or somebody else uys hospitdl
services. At that point in time, it strikes me that it becomes an
issue for this 5,700 to address in some way because I take it they
need some of the rest of these people. Anc{ yet they don’t want to
have to participate in. paying for those services directly if they can
help it. Some States, when they see this competition coming and
they see the cost of graduate medical education or the cost to the
poor staring the politicians in the face, turn right around and say,
well, we ought to solve that one. We will just add a tax to-eve
visit to a hospital, or a tax to every visit t¢ the doctor, or & premi-
um tax on insurance. ARd then right away the cost of getting into
hospitals increases in order to keep seven hospitals in Chicago
going. . ;

Is that & likely scenario? And, if so, do you know how the AHA is
going to be able to respond to it? . o

Mr. EvesHArT. Well, t0 answer the second question first, I do not
know how the AHA will respond to it. I'm not sure it's an accurate
scenario. Certainly -hospitals such as mine are increasingly con-
cerned about our competitive position. You are familiar with this
dilemma in the Twin Cities certainly. The University of Minnesota

hospital has been slow to respond to some of the pressures for cost.

reduction and new alternative delivery systems. And as a result, its
occupancies are a problem. And its costs are a problem.

The same thing is true with reaching hospitals around the coun-
try. I think all of us dre experimenting with the new alternative
systems, with PPQ’s, with HMO’s. And we are mindful that we
have got to be more competitive with community institutions in
terms of our pricing poli

cy. :
This means that there ga& got to be a certain amount of downsiz-

ing. K means that we are going to have to reduce current levels of
. expenditure. It's going on in every teaching hospital that I'm
aware of. ’ ’

And at the samé time, we have to continue to offer programs
which continue to attract patients into our particular kind of envi-
ronment. You do that with cost competition. You also do it with
quality. Ang one of the things that doesn't get said perhaps be-
cause it's politically difficult to enunciate is the fact that a good
teaching hospital attracts good physicians wha in turn provide good
medical care, And I think generally people in the communities that
we are serving understand and’ appreciate that. And, hopefully,
over time will be able to pay some premium for that kind of qual-
ity. ' ‘ ‘

yI don’t know if that answers your guestion. [ think the AHA, as
@ body. has a real problem with its variegated constituency in ad-
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dressing that- issue because there is one group that {8 working on. |
teaching problems and anot that is- working on innercity prob-
. lems and so on.

P Senator DURENBERGER ’I\vo other questxons, and it progably ap~

plies to both' of you. Do hospital administrators see residents as * |

presenting paywoll % ‘expense problems, collective bargaining prob-
lems, malpractice premjum problems, ancillary test add-on prob--—

Ie‘xin%‘? Are they percexved as having @ down sxdesas well as ah up

side .

. Mr. MiNor. Dave wants me to take that one ﬁrst I think'in all -
candor the answer to that, generally $peaking, is “yes.” I think all

th issues come to bear in ezther every element or specific ones

. overa perxod of time. -

o I don't think that those that are contrd’ﬂable are going withdut .
attention, though. I know that in many of ouf institutions today *
you will find specific educational programs desigmed and developed,
to make the intern and resident stay fnore responsible and respon-
sive to controlling this phenomena of “over-ordering tests,” to the
degree that that can be done while they are still in a learmng envi-
ronment. In fact, in reparatmn for- this meeting I read 'an article
in the New Eng}and g urnal of Medicine which was a highly statis-
tical approach toward that very phenomena. Obwousiy, the ’y are an
expense. We see them as an expense., -’

. I think our challenge, along with that /of/ everyone, is to get the -
most bang for the buck, if you will excuse the expression, out of the
- . product that we produce And this is why it's jmportant to us that
some of the studies are in part zeroing in not )ust on-the intensity
or the severity of care, but are considering s elements as what

. types of physicians should be trained and l;l'x.rat: spetific environ-

" ment should they be trained in, and in what specmlty should they
be trained, or family practice emphasw

So I think in answer to your question, if I have answeredf it, is
that al of those are a factor, but are being dealt with as individual
elements of emphasis. ,

Senator DURENBERGER. Right. )

. Mr. EverHART. | think I would answer a little differently. I thmk ,

. on balance those problems which you enunciated are on the down

side or are balanced on the poditive side by the contributions that

~ house officers make. And on balance, I am sti¥, as a hospital direc-

™ tor, very much concerned in trying tofind the resources to support

that process of teaching and learning in a hospital that we know as
graduate medical education. ‘

Now, sure, we have to be concerned about wi*{'ere to find money .’
to meet a paygoll and the numbers game. And we do exercise con-
trol on numbels and growth.

oXe are very much concerned about, utilization review in utxhza~ .
tion of ancillary services. But I-think the same utilization concerns
apply trequently even more arduously to senior staff than they do
to house staft.

Mal pmmce our experience, has not indicated that although they
get involved in malpractice actions, they are not the target nor the
cause of malpractice as nearly as frequently as other more mature .
physicians. -
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" So I think.on. balance, even as.a manager and a’ guy concerned
with the budget of our institution, they are a positive asset.
Senator DUureNserGER, All right. Thank you both very much for

your testimony, your written testimony as well as your response to
the questions. . °
I believe that' concludes the hearing. The hearing is adjourned.
[Whereupon, at 4: 49 p.m., the he&rmg was concluded. ]
. . A AN - Q : 'y -
. “ . -
’ s
&,-— / ' = v ) '
. ! 4 -~
&
4 , - ’ . ' ( ‘
’ .
RS -
' €
- « v "
. L. ‘\\ ! .. -~
L3 ! » ~
~ . ¢ ‘
. N . . .
7 - .
.}
’ - i : n \ .\ -
< - . L
o -
v ) ¢
; S
1. ,



